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2007 Highlights

[n 2007, Behringer Harvard REIT 1, Inc. experienced tremendous growth.

The REIT acquired a four-building portfolio in Chicago, as well as the

34-property portfolio of IPC US REIT with assets located across the

United States. Below are some of the key numbers for the year.

$2.3 billion in total 2007 property investment (more than

$4.8 billion from inception)

39 office properties acquired in 2007, bringing the REIT’s asset total

ta 75 propertics

12.9 million square teet of rentable office space acquired in 2007

(25.2 million square feet total from inception)

Seven states added in 2007 (in total, the REFT is represented in 23 states

and Washington, D.C.)

Some numbers have been rounded for presentation purposes.




In 2007, Behringer Harvard REIT 1, Inc. In addition, with the cxception of a $3 million loan we assumed in

experienced tremendous growth, as evidenced connection with the IPC US REIT transaction and our $500 million credit
by our ability to execute more than $2.3 billion facility, we have placed all of our debt on a fixed interest rate basis. As of

year-end, we had drawn $340 million under

our credit facility in connection with the
(§ a'jr ﬂ “ §y (§ S @ ” Sa IPC US REIT transaction. Of that amount,

we hedged $200 million for the term of the

tn acquisitions. For the year, we completed two facility in order to create a fixed interest rate on that amount. As a result
significant transactions: the acquisition of the of these actions, our debt is less susceptible to the current interest rate
34-property portfolio of IPC US REIT and the volatility. Further, our portfolio is financed at a blended interest rate of
four-building Chicago portfolio. We believe our approximately 5.7 percent, which we believe is below current market rates.

ability to complete these ransactions despite a We expect that draws under our credit facility, along with proceeds from

the sale of shares through the end of our current public offering, can
of our real estate team and the ability to plan provide capital to repace the REIT’s debt coming due in 2009 or 2010, if

ahead during diverse market environments and needed, as well as provide capital to continue to grow the REIT’s portfolio
compressing cap rates.

turbulent market is a testarnent 1o the dedication

as opportnities surface this year and next.
As we look 10 2008, we are awarc of the uncertainty  gome Wall Street analysts have implied that assembling capital in the

“ . . " R
created by the “credit crunch™ and the collapse of months ahead may allow lower leverage buyers to take advantage of the

the credit markets that have been unfolding since credit crisis by being able to purchase real estate at higher cap rates than in
the second half of 2007. Aside from the obvious 2006 and 2007 from owners under credit pressure. Should this occur, we
disruptions in the residential housing market betieve we will be ready to pursue these opportunities. Managing credit
caused by the sub-prime loan mess, there is much risk has always been an important strategy for our company, its portfolio,
concern that commercial real estate owners will and our sharcholders. We think this strategy will be extremely bencficial
not be able to refinance existing debt in the coming 4 1o these turbulent times. We continue to have capital available and
months or years. Additionally, there has been will seek to invest it as we near completion of our current public offering

worry that real estate owners with floating rate debt and assembly of the REIT’s portfolio with those procecds.
will have their terms reset at dramatically higher

interest rates, causing reduced distributable cash

flow from their properties.

Although the treacherous current C
market has created a lack of credit .. o
accessibility and a rising cost of ® 1 . N
debt that is available, we believe

that it is important for you to know
that Beh'ringer Harvard REIT | has
negligible exposure for reinancing
any of its debt in the next few years. In
2008, the REIT has no scheduled loans

due or any that will require refinancing.

For 2009, we arc in a similar position
with only one loan of approximately © Robert
$19 million that will come due, T
out of a portfolio of loans totaling

approximately $3.2 billion. Should this

market environment extend into 2010,

hich we do not belicve will | .
Ve eve Wit happen Robert M. Behringer Robert 8. Aisner

our exposure even then is limited, Chairman & Chief Exccutive Officer President & Chief Operating Officer




Market

Property Award

City Center, located in the
central business districe of

St. Petersburg, Florida, was
named The Office Building

of the Year (TOBY) in 2007

by The Building Owners and
Managers Association (BOMA)
International. The property
won for the Tampa Bay area in
the 100,000- to 249,999-square-
foot category.

The 2007 U.S. office market remained buoyant despite the difficulties
experienced in the broader credit markets. Furthermore, office demand

was robust—even in the face of negative

\b a‘f[aw projections about the national economy.!

Qverall, occupancy held steady for many

central business districts (CBD) and suburban markets, and rents also
remained stable in 2007, thanks to strong fundamentals. A significam
number of these markets—24 of 31 CBDs and 3] of 42 suburban

} . . .
! markets—continue o report stable or increasing occupancy rates.?

v Office leasing volume for 2007 wotaled 237.4 million square feet,
\ down from the seven-year peak of 254.3 million square feet for

the previous year.!

Strong fundamentals during 2007 enabled office rents to
continue rising at a steady pace for the third consecutive year.!
Rental rates for all office asset classes rose by 1 percent per

square foot to $24.03 per square foot at the end of 2007.3

Square Footage of Select U.S, Office Markets

At the end of 2007, the REIT’s total square feet under management
was concentrated in five major U.S. metropolitan areas: Chicago,
Philadelphia, Houston, Dallas/Fort Worth, and Atlanta. These five

markets represent 50 percent of the total square footage in our portfolio.

Percentage of Square Feet by Market
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The REIT holds interests in six properties that have received the
ENERGY STAR designation: Two Eldridge Place in Houston;

Bank of America Plaza in Charlotte;

L
Energy Centre in New Orleans; Minnesota ( ! @nservatlon
Center in Minneapolis; Lawson Commons

in the heart of the central business
district of St. Paul, Minnesota; and the
interconnected buildings known as

5 & 15 Wayside, located near Boston. Our goal is to benchmark all
properties for energy efficiency, apply for ENERGY STAR designation
on any property that could qualify, and monitor energy efficiency
improvements on all other assets. The averall goal is to
increasc energy efficiency across the entire portfolio in

order to reduce costs.

Subsequent to year-end, the REIT acquired Westway
One. This 143,000-square-foot building is a pre-certified
LEED Silver property located in Houston, Texas. LEED is b
the Leadership in Energy and Environmental Design Green |
Building Rating System developed by the U.S. Green Building
Council. LEED is also considered a mark of environmentally

sound and energy-efficient practices.

Houston Office Development

Subsequent to year-end, the REIT solidified its plans to develop Three
Eldridge Place, a planned 13-story, 303,000-square-foot office building
that is to be pre-certified LEED CS at the Silver Level and operate under
ENERGY STAR standards. The building will be located in Houston's
Energy Corridor, immediately adjacent to One and Two Eldridge Place,

which were acquired by the REIT in 2006.

[nitiatives

Houston

Houston is the fourth most
populous city in the United
States,® and boasts a reputation
as a worldwide hub for the
energy industry, in part because
virtually every major energy
company in the world hasa
presence in the area.” Twenty-
three significant companies
either relocated to Houston or
expanded existing space in 2007.*




ity Snapshots

‘‘‘‘‘

Washington, D.C.

The District of Columbia saw
another strong year in 2007,
with a six-year occupancy level
high of 92.9 percent for overall
space. In addition, rental rates
increased an average of $1.00
per square foot in each quarter.”
Employment growth in the

area year over year through
November showed a

1.4 percent growth with

40,300 new jobs created.” The
REIT owns interests in two assets
in the District of Columbia, with
a total of more than 400,000
rentable square feet.

. o

Metropolitan areas are often atiraciive locations for property acquisitions for
several reasons, including population density and availability of employees,
concentration of like industries,

and the ease of conducting business
transactions due to available resotirces.
The REIT has focused on creating a
homogenous portfolio of institutional-quafity assets located in significant

markets i imany of Amnerica’s most important business cities,

Baltimore
In 2007, the Baltimore metropolitan area added 1.8 million square
feet of office space. Though the new supply was added, the office
market experienced minimal impact, and occupancy only fell by
I percent—a solid demonstration of the strength of the market?
During the vear, the REIT acquired 500 East Pratt, a
280,000-square-foot office tower located in the city’s famed
Inner Harbor, With this acquisition, the REIT now owns two

assets in Baltimore totalling nearly 650,000 rentable square feet.

Philadelphia

As of November 2007, employment in Philadelphia had grown steadily
to create 24,800 new jobs.™ The office market stayed the same compared
to the end of the previous year, with a 14 percent vacancy rate cited in
the fourth quarter. Fourteen Fortune 500 companies are located in the
Philly metropolitan area."! At year-end, the REIT owned interests in six
buildings in the Philadelphia metro area, with a total of nearly

3.5 million rentable square feet.

New York Metro Area

As part of the IPC US REIT portfolio acquisition in December 2007, two
properties near Manhattan were added to the REIT, representing a total of
392,000 rentable square feet of office space. One Edgewater Plaza, a seven-
story building with 252,000 rentable square feet and covering more than
seven acres, is situated on Staten Island and overlooks the New York Harbor.
In the central business district of White Plains lies 222 Bloomingdale Road, a

four-story office building featuring 140,000 rentable square feet.




\

TR TR
VI1]]]]]}
[11]]]]

y T
ST LR N e inaen

" - N .—.—-—-——-"--—_
E "t 50 F K F & B - N N y g i i
i mE

mEace AIENEN BRANIL
;----:snli sEEEEEEINNEN, LN |

e =

Hﬂ“““ﬂ“ﬂ‘f\?\]ﬁi’f\\ ‘AT
o ! om( el el wmi - (i CEE - CSCER O .

ST N E R E N EE E R E BO B8 O AATITT R

EEEE:“"'IIIII’--'[IIIII U |
====E§:=:“"'II-r-ll':,ﬁiws:'.::::::ﬂ-

---..;[...:=...'- . ll» NNy |

"':s TR .

é--li‘




T g

L
g it

b

Y
i

i

il

A

L
AL

TR

) -

V& RiBt ) om g gy
3
LI

-
Ao
b
...-
=

s
z ™
RN
=
n
] .\H--

4
rd
“ig( I_TM L

“

-




In 2007, we acquired several properties in proximity to one another that we

believe provide us the opportunity for certain operational efficiencies in areas

D
A

stich as leasing and tenant expansion and

retention; maintenance and management costs;
and conservation practices and costs.

First, a large amount of concentrated square feet

allows landlords to provide a prospective tenant

erational

° °
more space options and locations, Furthermore, E i’ ‘ 1« I l‘ 1‘ S

with a significant aggregation of buildings, one
landlord can achieve a higher overall retention rate by offering increased options
for expansion space and a greater potential to relocate tenants to
meet other tenants’ needs. In addition, the actual process of moving
can be made easier due to a greater availability of staging space to

accommodate the logistics of construction on a tenant’s space.

Second, buildings concentrated in close proximity allow for reduced

overall costs for personnel that can be allocated among all of the assets
(engineers, maintenance technicians, administrative professionals, and
property managers). For example, safety personnel can be mobilized

more quickly, potentially providing better safety and emergency responses
for tenants. Buildings in close proximity to one another also allow for
combined maintenance and service contracts with outside vendors that

can provide economies of scale. In addition, a greater number of technology
providers (fiber-optic line carriers, redundant power sources, etc.) are motivated

to service a greater concentration of square footage.

Third, the opportunity to spread costs of conservation {green) initiatives across
greater square footage helps make green projects more economical. At Behringer

Harvard, our goal is to benchmark as many properties as possible for energy

efficiency and, when applicable, apply for ENERGY STAR status.

Chicago Portfolio Acquisition

In late 2007, the REIT acquired a four-building portfalio in a four-block footprint
in and around Chicago’s Union Station. This acquisition represents 3.2 million
square feet, bringing the REIT's total ownership in Chicago to nearly 4.4 million
square feet. The REIT acquired One Financial Place, located at the southern
anchor of Chicago’s largest financial exchange complex. 10 South Riverside

Plaza and 120 South Riverside Plaza are located immediately north of our 2006
acquisition, 222 South Riverside Plaza. Across the Chicago River is 200 South
Wacker. We believe that the proximity of the properties provides the REIT with

potential economies of scale to streamline management activities and operations.

Value Creation

A range of diverse initiatives can
be pursued to increase revenue
and create additional value.

For example, the conversion of
existing parking garage ticket
and collection systems into
modern digital systems aims

to reduce operating experises.
We currently have a program
underway in Denver that has
the potential to generate revenue
at no cost to ownership,

Furthermore, we have engaged a
full-service telecommunications
rooftop leasing and site
management company to
generate new revenue by
licensing underutilized

rooftop space to wireless
communications carriers.




Growing
Markets

¢ 0

Denver

In 2007, Denver’s population
grew at 1.5 percent, nearly double
the national average. Growth is
forecasted to continue, which is
a positive sign since the “office-
using employment” accounts for
30 percent of all jobs in Denver
(23.4 percent nationally).”

At year-end, the REIT owned
interests in two assels in the
greater Denver area that
comprise 344,000 rentable
square feet.

Part of the REIT's strategy is to acquire, operate, and enhance properties
identified as having, what we believe is, the greatest probability to
produce current incomre and increase in value. Our real estate team
works to identify markets that they believe are poised to
experience growth potential so that the REIT may establish
or increase its footprint in those markets.

Los Angeles

At the end of 2007, Los Angeles’ office market occupancy

rate was B8.3 percent, with net absorption at 996,000 square

feet."* Office rents for 2007 were up 13.1 percent over 2006, ending the

year at $31.90 per square foot. Employment growth in Los Angeles

resulted in 31,800 new jobs in 2007, and 26.3 percent of the total
employment base was allocated to office-using employment. This

type of growth creates a foundation for new demand in the office

market."” The REIT owns six assets in the greater Los Angeles area

with more than 530,000 rentable square feet of office space.

Las Vegas
As the largest city in Nevada, Las Vegas is also the hub of the state’s
tourism economy.” Despite the recent single-family residential
situation, the city has experienced job growth over the last 10
years that registers above the national average.” Additionally, the
city has seen a high percentage of office construction for the year, with

approximately 2 million square feet planned for completion in 2008,

Bank of America Plaza, a 16-story office building featuring

256,000 square feet of rentable space, was acquired by the REIT at the
end of 2007. This asset is situated in the central business district, in
proximity to the famed Fremont Street Experience, which is located off

of the Las Vegas Strip.

Square Feet Under Management
All Assets (in Millions}
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Financial H_ighh

Funds from Operations Ceo i

Funds from operations (FFO) in 2007 was approximately $108.9 diiflion,
Vel
compared to approximately $59.9 million in 2006. ‘Bhis increase resulied

the purtioio in 2007, v

Total Assets v .

Total assets grew to approximately $5.2 billion in 2007 as compared w

2.7 billion at December 31, 2006, representing a 91 percent inerease.

\We began the year with approximately 12.3 million square feet under
management and added nearly 13 million square feet to the porlh;ﬂio
during the year, thus bringing the total square footage under management
to 25.2 million at the end of 2007, At year-end the porttolio was

92.5 percent leased.

Offering Proceeds

During 2007, we issued nearly 83.7 million shares of common stock
representing nct proceeds of approxinmately $748.6 million. As of
December 31, 2007, aggregate proceeds from the issuance ot
approximately 205.0 mitlion shares of common stock through the

initial and two tollow-on offerings were approximately $1.8 bilhon.

Distributions
We declared approximately STHES million in distributions during 2007,
compared 1o $63.2 million in 2006. Assuming a $10 share price, these

payments represent a 6.7 pereent annualized distribution rate. Our

+ ] - e Iyaw S - IR ~ =
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FFO Total Assets

in thousands)* {in thousands)

2007

Form 10-K inciuded in 1his
warilinglo o 4 L
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Notices

Total Operating Expenses

In accordance with the Statement of Policy Regarding Real Estate
Investment Trusts published by the North American Securities
Administrators Association, also known as the NASAA REIT Guidelines,
our charter requires that we monitor our “total operating expenses”
quarterly on a trailing twelve-month basis and report to our
stockholders annually our total operating expenses stated as a
percentage of “average invested assets” and “net income.” For "
the year ended December 31, 2007, our total operating expenses

stated as a percentage of average invested assets and net income

was approximately zero percent and 3 percent, respectively.

Cost of Raising Capital

[n accordance with the NASAA REIT Guidelines, our charter

requires that we report to our stockholders annually the ratio

of costs of raising capital during the year to the capital raised.

For the year ended December 31, 2007, we raised total capital

of approximately $2.4 bitlion, including $799.1 million in equity
capital through the primary public offering of our common stock,
approximately $56.3 million in equity capital through our distributton
reinvestment plan, and approximately $1.6 billion of debt capital. We
incurred costs of approximately $113.6 million in conneclion with

raising this capital.

Footnotes

1. Cushman & Wakefield, MarketBeat, United States Office Repon, Fourth Quarter 2007, p. 1
2. ibid

3. ibid

4. ibid

5. CoStar Group, National Office Market, Year-End 2007, p. 2

6. Guesttife Housion, “411 = Fascinating Facts”, January 2008, houston-guide.com

7. Colhers International, Economic Guttook, Houston, January 2008, p. 1

8. ibid

9, Colliers Pinkard, Oflice Markel Repost, Baliimore, Year-End 2007, p.1

10, Property & Porticlio Research, PPR Fundamentals, Philadelphia, Fourth Quarter 2007, p. 2

1. ibid, p. 3, p. 7

12. Cushman & Wakefield, Marke1Beat, Washinglon, D C. Office Reporl, Fourth Guarter 2007, p. 1

13. Property & Portictio Research, PPR Fundamentals, Washington - Nova - MD, Fourth Quarter 2007, p. 2
14, Property & Portfolio Research, PPR Fundamenials, Los Angeles, Fourth Quarter 2007, p. 4, p. 6

15, ibid, p. 2, p.4,p. 5

16. Nevada Commission on Toyrism, "About Las Vegas™, February 2008, travelnevada.com

17. Property & Portfolio Research, PPR Fundamentals, Las Vegas, Fourth Quarter 2007, p. 2

18. id, p. 5

19. Property & Portfolic Research, PPR Fundamenials, Denver, Fourth Quarter 2007, p. 3, p. 7
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Report

Report of independent Directors

As Independent Directors of Behringer Harvard REIT |, Inc. (the

“Company”), we have reviewed the policies being followed by the
Company and believe they are in the best interest of its stockholders.

The basis for this conclusion is outlined below in the analysis of the

policies in place.

The Company has developed a system of policies and procedures
designed to enable the objectives of the Company (as outlined in the
Company’s charter) to be achieved. These policies cover, among
other things, investments in properties, administration, and

raising capital.

Investment policies include provisions to generally ensure

that investments are made in quality properties. The policies
related to sites include requirements for (i} independent appraisals
of each property; (2} physical site inspection and review by a qualified
associate of Behringer Advisors, LLC, the Company’s advisor; (3) an
environmental assessment; and (4) site evaluation and analysis regarding
relevant real property and financial factors, area demographics, and
other necessary information and data. Site policies also include title
examination and review of surveys. In addition, review of the credit
quality of significant tenants of each property is conducted. Further, the
titles to properties purchased by the Company are insured by appropriate
title insurance policies and/or abstract opinions consistent with normal
practices in the jurisdictions in which the properties are located. Also,
the Company has established policies related to acceptable lease terms

and structures. These policies are designed to reduce investment risks.

We have reviewed the annual report and related party transactions as
outlined in Note 14 10 the Consolidated Financial Statements and, in
our opinion, the related party transactions are fair and reasonable to
the Company and its stockholders, and the terms of such transactions
are not less favorable to the Company than those available from

unaffiliated third parties.
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Behringer Harvard RFIT [, Inc.

is comprised of core, institul‘ional-qualitjly commercial
: !
office properties that were assembl“ed to meet its
investment goals for currgnt income,

capital preservati?n, and

portfolio :diversiﬁcation.
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Behringer Harvard REIT I, Inc. holds a homogenous

portfolio of assets in highly stabilized markets in many

of America’s most important business citie, such as

Washington, D.C., Philadelphia, Houston,
Los Angeles, and Chicago. These
geographically diverse assets with

creditworthy tenants have been the bedrocl

of another

portfolio development of the REIT. With the 2007

acquisitions of a four-building Chicage pot
the 34-building portfolio of [PC US REIT,
holdings have grown to include 75 assets ac

purchase price of more than $4.8 billion fo

tfolio, and

he REIT’s

- 2007.

quired at a total |
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Forward-Looking Statements

Certain statements in this Annual Report on Form 10-K constitute “‘forward-looking statcments™ within the
meaning of Section 27A of the Securities Act of 1933, as amended (the “Securities Act™) and Section 21E of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”™).  These forward-looking statements, include discussion and
analysis of the financial condition of Behringer Harvard REIT 1, Inc. and our subsidiaries {(which may be referred to herein
as the “Company,” “we,” “us” or “our”), our anticipated capital expenditures required to complete projects, amounts of
anticipated cash distributions to our stoeckholders in the future and other matters. These forward-looking statements are not
historical facts but are the imem, belief or current expectations of our management based on their knowledge and
understanding of the business and industry. Words such as “may,” “anticipates,” "expects,” “intends,” “plans,” *‘believes,”
“seeks,” “estimates,” “would,” “could,” “should™ and variations of these words and similar expressions are intended to
identify forward-looking statements. These statemenis are not guarantees of fiture performance and are subject to risks,
uncertainties and other factors, some of which are beyond our control, are difficult to predict and could cause actual results
to differ materially from those expressed or forecasted in the forward-looking statements. We intend for these forward-
logking statemenis to be covered by the applicable safe barbor provisions created by Section 27A of the Securities Act and
Section 21E of the Exchange Act.

Forward-looking statements that were true at the time made may ultimately prove to be incorrect or false. We
caution investors not to place undue reliance on forward-looking statements, which reflect our management’s view only as
of the date of this Annual Report on Form 10-K. We undertake no obligition to update or revise forward-looking
staternents to reflect changed assumptions, the occurrence of unanticipated events or changes to future operating results.
The forward-looking statements should be read in light of the risk factors identified in the “Risk Factors” section of this
Annual Report on Form 10-K.

Cautionary Note

The representations, warranties and covenants made by us in any agreement filed as an exhibit to this Annual
Report on Form 10-K are made solely for the benefit of the parties to. the agreement, including, in some cases, for the
purpose of allocating risk amony the parties to the agreement, and should not be deemed to be representations, warranties or
covenants to or with any other parties. Moreover, these representations, warraniies or covenants should not be relied upon
as accurately describing or reflecting the current state of our affairs,

PARTI
Item 1. Business.
Organization

Behringer Harvard REIT |, Inc. was incorporated in June 2002 as a Maryland corporation and has elected to be
taxed, and currently qualifies, as a real estate investment trust, or REIT, for federal income tax purposes. As a REIT, we
generally are not subjecl to corporate-level income taxes. To maintain our REIT status, we are required, among other
requirements, to distribute annually at least 90% of our “REIT taxable income,” 1s defined by the Internal Revenue Code of
1986, as amended (the “Code™), to our stockholders. If we fail to qualify as a REIT in any taxable year, we would be
subject to federal income tax on our taxable income at regular corporate tax ratcs. As of December 31, 2007, and the date
of this filing, we believe we are in compliance with all applicable REIT requirements.

We acquire and operate institutional quality real estate. In particular, we focus pnmarily on acquiring institutional
quality office properties that we believe have premier business addresses, desiiable locations, personalized amenities and
high quality construction with highly creditworthy commercial tenants. Tc date, all of our investments have been
institutional quality office properties, or development thereof, located in metropolitan cities and suburban markets in the
United States. Our management and members of our board of directors have ext2nsive experience in investing in numerous
types of properties. Thus, we also may acquire institutional quality industrial, rctail, hospitality, multifamily and other real
properties, including existing or newly constructed properties or properties undler development or construction, based on
our view of existing market conditions. Further, we may invest in real estate related securities, including securities issued
by other real estate companies, either for investment or in change of control transiactions completed on a negotiated basis or
otherwise. We also may invest in collateralized mortgage-backed securities, mortgage, bridge or mezzanine loans and
Section 1031 tenant-in-common (“TIC”) interests, or in entities that make investments similar to the foregoing. We
completed our first property acquisition in October 2003 and, as of December 31, 2007, we owned interests in 75 office
properties located in 23 states and the District of Columbia.

We are externally managed and advised by Behringer Advisors, LLC (“Behringer Advisors”), a Texas limited
liability company that was organized in June 2007. Behringer Advisors is respcnsible for managing our day-to-day affairs
and for identifying and making acquisitions and investments on our behalf. Prior to June 30, 2007, we were advised by




Behringer Advisors LP, a Texas limited partnership, which was merged into Behringer Advisors solely to change the type
of entity.

Substantially all of our business is conducted through Behringer Harvard Operating Partnership 1 LP, a Texas
limited pannership organized in 2002 (“Behringer OP”). Our wholly-owned subsidiary, BHR, Inc., a Delaware
corporation, is the sole general partner of Behringer OP. Our wholly-owned subsidiarics, BHR Business Trust, a Maryland
business trust, and BHR Partners, LLC, a Delaware limited liability company, are limited partners of Behringer OP.

Qur office is located at 15601 Dallas Parkway, Suite 600, Addison, Texas 75001, and our toll-free telephone
number is (866) 655-1605. The name Behringer Harvard is the propenty of Behringer Harvard Heldings, LLC and is used
by permission.

Public Offerings

On February 19, 2003, we commenced a public offering {the “Initial Offering™) of up to 80,000,000 shares of
common stock offered at a price of $10.00 per share pursuant to a Registration Statement on Form S-11 filed under the
Securities Act. The Initial Offering also covered the registration of up to 8,000,000 shares offered pursvant to our
distribution reinvesiment plan (“DRIP™) and up to 3,520,000 shares issuable to broker-dealers pursuant to warrants
whercby participating broker-dealers would have the right to purchase one share for every 25 shares they sold pursuant to
the Initial Offering. We terminated the Initial Offering on February 19, 2005,

On February 11, 2005, we commenced a second public offering (the “Second Offering”) of up to 80,000,000
shares of common stock offered at a price of $10.00 per share pursuant 1o a Registration Staternent on Form S-3 filed under
the Securities Act. The Second Offering also covered the registration of up to 16,000,000 shares offered pursuant to our
DRIP. We subsequently converted the Second Offering to a Registration Statement on Form S-11 and reallocated the
shares of common stock in the Second Offering to offer 90,000,000 shares of common stock at a price of $10.00 per share
and up to 5,473,684 shares pursuant to our DRIP. In addition, we increased the aggregate amount of the Second Offering
by 2,945,017 shares in a related registration statement on Form S-11. We terminated the Second Offering on October 20,
2006 in all jurisdictions except the Commonwealth of Pennsylvania, and we terminated the Second Offering in the
Commonwealth of Pennsylvania on February 9, 2007.

On October 20, 2006, we commenced a third public offering (the “Current Offering” and together with the Initial
Offering and Second Offering, the “Offerings™) of up to 200,000,000 shares of common stock offered at a price of $10.00
per share pursuant to a Registration Statement on Form S$-t1 filed under the Securities Act. The Current Offering also
covers the registration of up to 50,000,000 shares offered pursuant to our DRIP. The Current Offering will terminate on or
before October 6, 2008 unless earlier terminated, fully subscribed or exiended.

As of December 31, 2007, we had 205,562,785 shares of our common stock outstanding pursuant to the Offerings,
including the effect of distribution reinvestments, redemptions, 22,000 shares issued to Behringer Harvard Holdings, LLC
(“Behringer Harvard Holdings™) and sharcs issued on October 1, 2005 pursuant to a 10% stock dividend, for aggregate
gross proceeds of approximately $2.0 billion. Net proceeds after selling commissions, dealer manager fees and
organization and offering expenses totaled approximately $1.8 billion.

2007 Highlights

During 2007, we completed the following key Iransactions:

. we issued approximately 83.7 million shares of our common stock (inclusive of distribution
reinvestments and redemptions) resulting in net proceeds to us of approximately $748.6 million;
and

. through asset acquisitions and business combinations we acquired interests in 39 office properties

representing approximately 12.9 million square feect for an aggregate purchase price of
approximately $2.3 billion.

On December 12, 2007, we completed the purchase of all of the outstanding shares of the subsidiaries of IPC US
Real Estate Investment Trust ("IPC"). The former IPC subsidiaries owned a portfolio of interests in 34 office properties,
comprising a totat of approximately 9.6 million square feet of rentable space.

We acquired three properties located in Chicago, 1llinois (the “Beacon Portfolio”) en November 1, 2007. The
Beacon Portfolio represents approximately 3.1 million square feet of rentable space.

We acquired 111 Woodcrest, an office building comprised of approximately 53,000 rentable square feet located in
Cherry Hill, New Jersey, on November 20, 2007 and Centreport Office Center, an office building comprsed of
approximately 133,000 rentable square feet located in Ft. Worth, Texas, on June 14, 2007.




Investment Objectives

Our investment objectives are:

. to preserve, protect and return investors' capital contributions;

. 10 maximize cash distributions paid o investors;

. to realize growth in the value of our investments upon the ultimate sale of these investments; and

. to list our shares for trading on a national securitics exchange or, if we do not list our shares by

2017, to make an orderly disposition of our assets and distribute the cash to our investors, unless a
majority of our directors, including a majority of our independent directors, extends this date.

Acquisition and Investment Policies

We acquire and operate institutional quality real estate. In particular, we focus primarily on acquiring institutional
quality office propertics that we believe have premier business addresses, desirable locations, personalized amenities, high
quality construction and highly creditworthy commerciai tenants. To date, all of our investments have been institutional
quality office properties, or development thereof, located in metropolitan cities and suburban markets in the United States.
Our management and members of our board of directors have extensive exp:rience in investing in numerous rypes of
properties. Thus, we also may acquire institutional quality industrial, retail, hospitality, multifamily and other real
properties, including existing or newly constructed properties or properties uner development or construction, based on
our view of existing market conditions. We also may invest in real estate related securities, including securities issued by
other real estate companies, either for investment or in change of control transactions completed on a negotiated basis or
otherwise. We also may invest in collateralized mortgage-backed securities, mortgage, bridge or mezzanine loans and
Section 1031 TIC interests, including those previously issued by programs sponsored by Behringer Harvard Holdings or its
affiliates, or in entities that make investments similar to the foregoing. Although our investments to date have been located
in the United States, we also may invest in real eslate assets located outside the United States. Qur investment strategy is
intended to provide investors with a geographically diversified portfolio of real cstate assets.

We typically make our real estate investments in fee title or a lon;z-term leasehold estate through Behringer
Harvard OP or indirectly through limited Jiability companies or through investments in joint ventures, partnerships, co-
tenancies or other co-ownership arrangements with the developers of the properties, effiliates of Behringer Advisors or
other persons.

As of December 31, 2007, we owned interests in 75 properties locatet in 23 states and the District of Columbia.
As of December 31, 2007, the properties in which we own an interest were approximately 92.5% leased on a weighted
average basis.

Borrowing Policies

Our board of directors has adopted a policy to generally limit our aggiegate borrowings to approximately 55% of
the aggregate value of our assets unless substantial justification exists that horrowing a greater amount is in our best
interests. For these purposes, the aggregate value of our assets is equal to our total assets plus acquired below market lease
intangibles, each as reflected on our balance sheet at the time of the calculation without giving effect to any accumulated
depreciation or amortization attributable to our real estate asscts. Our policy limitation, however, does not apply to
individual real estate assets and will apply only when we have invested substantially all of our capital raised in our
Offerings, at which point our board of directors also may consider the unrealized appreciation of our real estate assets, as
determined by Behringer Advisors in its sole discretion, when evaluating ccmpliance with our policy limitation. We
typically borrow, and expect to continue borrowing, more than 55% of the contract purchase price of any real estate asset
we acquire to the extent our board of directors determines that borrowing these amounts is reasonable. In making this
determination, our board censiders relevant financial factors, particularly whether borrowing additional amounts are
expected 10 be accretive 10 returns related to the particular portfolio investment. As of December 31, 2007, we have
borrowed approximately 62% of the aggregate value of our assets and, on average, approximately 72% of the contract
purchase price of each acquired real estate asset. We expect these percentage amounts (o increase if we use any
unencumbered real estate assets to secure additional borrowings or borrow additional amounts on currenily encumbered
assets. Our board of directors must review our aggregate borrowings at least quarterly.

Distribution Policy

In order to qualify as a REIT for federal income tax purposes, we must distribute at least 90% of our REIT taxable
income to our stockholders on an annual basis. We currently intend, although vec are not legally obligated, to make regular
monthly distributions to holders of shares of our common stock at least at the level required to maintain our REIT status
unless our results of operations, our general financial condition, general economic conditions or other factors inhibit us




from doing so. Distributions are authorized at the discretion of our board of directors, which is directed, in substantial part,
by its obligation to cause us to comply with the REIT requirements of 1the Code.

Distributions are paid to investors who are stockholders as of the record dates selected by our board of directors.
Our board of directors currently declares distributions on a quanterly basis, portions of which are paid on a monthly basis.
Monthly distributions are paid based on daily record and distribution declaration dates so our investors will be entitled to be
paid distributions beginning on the day that they purchase shares. There can be no assurance that we will be able to achieve
expected cash flows necessary to continue 1o pay currently established distributions or maintain distributions at any
panicular level, or that distributions will increase over time. Since we began operations, our board of directors has declared
distributions as summarized below:

Annualized Percentage Return

Approximate Amount Assuming $10.00 Per share
Period {Rounded) Purchase Price*

4™ Qur. 2003 $0.1764376 per share 7%
Fiscal Year 2004 $0.6999970 per share 7%
Fiscal Year 2005 $0.6999970 per share 7%
Fiscal Year 2006 $0.6999970 per share 7%
Fiscal Year 2007 $0.6706516 per share 6.7%

19 Qtr. 2008 $0.1570660 per share 6.3%

2™ Qur. 2008 $0.1570660 per share 6.3%

* The average weighted share price may be lower than $10.00 per share, and the individual percentage return may be
greater than the percentage noted, as a result of shares purchased through our distribution reinvestment plan at Jess than
$10.00 per share or acquired in connection with our 10% stock dividend.

Tax Status

We elecied to be taxed as a REIT for federal income tax purposes and believe that we have qualified since the year
ended December 31, 2004. As long as we qualify for taxation as a REIT, we generally will not be subject to federal income
tax at the corporate level to the extent we distribute at feast 90% of our REIT taxable income to our stockholders on an
annual basis. If we fail to qualify as a REIT in any taxable year, we will be subject to federal income tax (including any
applicable alternative minimum tax) on our 1axable income at regular corporate rates. Unless entitled to relief under specific
statutory provisions, we also will be disqualified for taxation as a REIT for the four taxable years following the year in
which we lose our qualification. Even if we qualify as a REIT, we may be subjcct to certain state and local taxes on our
income and propenty and to federal income and excise taxes on our undistributed income.

We intend to make an election for IPC (US), Inc. to be taxed as a REIT for federal income tax purposes for the tax
year ending December 31, 2008; for the year ended December 31, 2007, IPC (US), Inc. will be treated as a taxable REIT
subsidiary for federal income tax purposes. [PC (US), Inc. is our indirect wholly-owned subsidiary that we acquired
December 12, 2007 as part of our acquisition of the subsidiaries of [PC.

Compctition

We are subject 1o significant competition in seeking real estate invesiments and tenants. We compete with many
third parties engaged in real estate investment activities including other REITs, specialty finance companices, savings and
loan associations, banks, morigage bankers, insurance companies, mutual funds, institutional investors, investment banking
firms, lenders, hedge funds, governmemal bodies and other entities. We also face competition from other real estate
investment programs, including other Behringer Harvard programs, for investments that may be suitable for us. Many of
our competitors have substantially greater financial and other resources than we have and may have substantially more
operating experience than either us or Behringer Advisors. They also may enjoy significant competitive advantages that
result from, among other things, a lower cost of capital.

Regulations

Our investments are subject to various federal, state, local and foreign laws, ordinances and regulations, including,
among other things, zoning regulations, land use controls, environmental controls relating to air and water quality, noise
poltution and indirect environmental impacts such as increased motor vehicle activity. We belicve that we have all permits
and approvals necessary under current law 10 operate our investments.




Environmental

As an owner of real estate, we are subject to various environmental laws of federal, state and local governments.
Compliance with existing laws has not had a material adverse effect on our financial condition or resuits of operations, and
management does not believe it will have such an impact in the future. FHowever, we cannot predict the impact of
unforeseen environmental contingencies or new or changed laws or regulations on properties in which we hold an interest,
or an properties that may be acquired directly or indirectly in the future.

Employees

We have no direct employees. The employees of Behringer Advisors and other affiliates of Behringer Harvard
Holdings perform a full range of real estate services for us, including acquisitions, property management, accounting, legal,
asset management, wholesale brokerage and investor relations services.

We are dependent on affiliates of Behringer Harvard Holdings for services that are essential to us, including the
sale of shares of our common stock, asset acquisition decisions, property management and other general administrative
responsibilities. In the event that these companies were unable to provide these services to us, we would be required to
provide such services ourselves or obtain such services from other sources.

Financial laformation About Industry Segments

Our current business consists of owning, managing, operating, leasing, acquiring, developing, investing in and
disposing of real estate assets. All of our consolidated revenues are from our consolidated real estate properties. We
internally evaluate operating performance on an individual property level and view all of our rcal estate assets as onc
industry segment, and, accordingly, all of our properties are aggregated into one reportable segment.

Available Information

We electronically file annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K
and all amendments to those reports with the SEC. We also have filed with the SEC a registration statement in connection
with our Current Offering. Copies of our filings with the SEC may be obiained from the website maintained for us and our
affiliates at www.behringerharvard.com or from the SEC's website at www.ecgov. Access to these filings is frec of
charge. We are not incorporating our website or any information from the website into this Form 10-K.

Item 1A. Risk Factors.

The factors described below represent our principal risks. Other factors may exist that we do not consider to be
significant based on information that is currently available or that we are not currently able to anticipate. Our stockhelders
or potential investors may be referred to as “you™ or “your” in this ltem 1A, “Risk Factors™ section.

Risks Related to Our Business in General
A limit on the number of shares a person may own may discourage a takeover.

Our charter, with certain exceptions, authorizes our directors to take sich actions as are nccessary and desirable to
preserve our qualification as a REIT. Unless exempted by our board of directors, no person or group may own more than
9.8% of our outstanding common or preferred stock, in value or number of shares, whichever is more restrictive. This
resiriction may have the effect of delaying, deferring or preventing a change in control of us, including an extraordinary
transaction (such as a merger, tender offer or sale of all or substantially all of our assets) that might otherwise provide
stockholders with the opportunity to receive a control premium for their shares.

Our charter permits our board of directors to issue additional shares of stock, which may dilute your voting power,
subordinate your rights ar discourage a third-party from acquiring us.

Qur charter permits our board of directors 10 issue up to 400,000,000 shares of capital stock. Our board of
directors, without any action by our stockholders, may: (1) increase or decrease the aggregate number of shares; (2)
increase or decrease the number of shares of any class or series we have authority to issue; or (3) classify or reclassify any
unissued common stock or preferred stock and establish the preferences, conversion or other rights, voling powers,
restrictions, limitations as to distributions, qualifications, or terms or conditions of redemption of any such stock. Shares
will be issued in the discretion of our board of directors. [n addition, because the limited partnership interests of our
operating parinership may be exchanged for shares of our common stock, 2ny merger, exchange or conversion between our
operating partnership and another entity ultimately could result in the issuance of a substantial number of shares of our
common stock. In the event that we sell additional shares of common stock in the future, or issuc additional shares in
connection with any merger, exchange or conversion between our operating partnership and another entity, you will




experience dilution of your voting power. Further, our board of directors could autharize the issuance of stock with terms
and conditions thal could subordinatc the rights of the holders of our current common steck or have the effect of delaying,
deferring or preventing a change in control of us, including an extraordinary transaction (such as a merger, tender offer or
sale of all or substantially all of our assets) that might provide a premium price for our stockholders.

Maryland law prohibits certain business combinations, which may make it more difficult for us to be acquired.

Under Maryland law, "“business combinations™ between 8 Maryland corporation and an interested stockholder or
an affiliale of an interested stockholder are prohibited for five years after the most recent date on which the interested
stockholder becomes an interested stockholder. These business combinations include a merger, consolidation, share
exchange or, in circumstances specified in the statute, an assct transfer or issuance or reclassification of equity securities,
An interested stockholder is defined as:

» any person who beneficially owns 10% or more of the then outstanding veting stock of the corporation; or

» ap affiliate or associate of the corporation who, at any time within the two-year period prior to the date in question,
was the beneficial owner of 10% or more of the voting power of the then outstanding voting stock of the
corporation.

A person is not an interested stockhoider under the statute if the board of directors approved, in advance, the
transaction by which the person otherwise would have become an interested stockholder. However, in approving a
transaction, the board of directors may condition its approval to compliance, at or after the time of approval, with any terms
and conditions determined by the board.

After the expiration of the five-year period described above, any business combination between the Maryland
corporation and an interested stockholder generally must be recommended by the board of directors of the corporation and
approved by the affirmative vote of at least:

e 80% of the votes entitled to be cast by holders of the then outstanding shares of voting stock of the corporation;
and

»  two-thirds of the votes entitled to be cast by holders of voting stock of the corporation other than shares held by
the interested stockholder with whom or with whose affiliate the business combination is to be effected or held by
an affiliate or associate of the interested stockholder.

These super-majority vote requirements do not apply if the corporation’s common stockholders receive a
minimum price, as defined under Marylond law, for their shares in the form of cash or other consideration in the same form
as previously paid by the interested stockholder for its shares. Maryland law also permits various exemptions from these
provisions, including business combinations that are exempted by the board of directors before the time that the interested
stockholder becomes an interested stockholder. The business combination statute may discourage others from trying to
acquire control of us and increase the difficulty of consummating any offer.

Maryland law also limits the ability of a third-party to buy a large stake in us and exercise voting power in electing
directors.

Maryland law also contains a second statute that may have an anti-takeover effect. This statute, known as the
Control Share Acquisition Act, provides that persons or entities owning “control shares” of a Maryland corporation
acquired in a “control share acquisition™ have no voting rights with respect to those shares except to the extent approved by
a vote of two-thirds of the corporation’s disinterested stockholders. Shares of stock owned by the acquirer, by officers or
by employees who are directors of the corporation, are not considered disinterested for these purposes. “Control shares”
are shares of stock that, taken together with all other shares of stock the acquirer previously acquired, would entitle the
acquirer 1o exercise voting power in electing directors within one of the following ranges of voting power:

s one-tenth or more but less than one-third of all voling power;
e one-third or more but less than a majority of all voting power; or

' * 2 majority or more of all voting power.




Control shares do not include shares of stock the acquiring person is entitled o vote as a result of having
previously obtained stockholder approval. A “control share acquisition” means the acquisition of control shares, subject to
certain exceptions. The Control Share Acquisition Act does not apply to (1) shares acquired in a merger, consolidaticen or
share exchange if the corporation is a party to the transaction or (2) acquisitions approved or exempted by our charter or
bylaws. Our bylaws exempt from the Control Share Acquisition Act, any and all acquisitions by any person of shares of
our common stock. This statute could have the effect of discouraging offers frum third partics to acquire us and increases
the difficulty of successfully completing this type of offer by anyone other than uffiliates or any of their affihates.

Your investment return may be reduced if we are required 1o register as an investment company under the Investment
Company Act.

We are not registered as an investmeni company under the Investment Company Act of 1940, as amended, based on
exclusions that we believe are available to us. If we were obligated to register is an investment company, we would have
to comply with a varicty of substantive requirements under the Investment Company Act imposing, among other things:

+ limitations on capital strucrure;
* restrictions on specified investments;
¢ prehibitions on transactions with affiliates; and

» compliance with reporting, record keeping, voting, proxy disclosure :ind other rules and regulations that would
significantly change our operations.

In order to maintain our exemption from regulation under the Investment Company Act, we must engage primarily
in the business of buying real esiate assets or real estate-related asscts. Further, to maintain compliance with the Invesiment
Company Act exemption, we may be unable to setl assets we would otherwise want to sell and may need 10 sell assets we
would otherwise wish to retain. In addition, we may have to acquire additionz! income or loss generating assels that we
might not otherwise have acquired or may have to forgo opportunities to acquire interests in companies that we would
otherwise want to acquire and would be important to our investment strategy. To avoid regulation as an investment
company, we must be engaged primarily in a business other than that of owning. holding, trading or investing in securities.
We may invest in asscts that are determined to be securities rather than interests in, or liens upon, real estate. If a sufficien
amount of our assets were determined 1o be securities instead of interests in, ot liens upon, real estate, we would be required
to register as an investment company. 1f we were required to regisler as an investment company but failed to do so, we
would be prohibited from engaging in our business, and criminal and civil actions could be brought against us. In addition,
our contracts would be unenforceable unless a court required enforcement, and a court could appoint a recciver to take
control of us and liquidate our business. Registration as an investment company could have a matenal adverse effect on our
business, results of operations, financial condition and ability to pay distribution:. 10 you.

You are bound by the majority vote on matters on which you are entitled 10 voie.

You may vote on certain matters at any annual or special meeting of stockholders, including the election of
directors. However, you will be bound by the majority vote on matiers requiring; approval of a majority of the stockholders
even if you do not vote with the majority on any such matter.

Stockholders have limited consrol over changes in our pulicies and operations.

Our board of directors determines our major policies, including our policies regarding financing, growth, debt
capitalization, REIT qualification and distributions. Our board of directors may amend or revise these and other policies
withoul a vote of the stockholders. Under the Maryland General Corporation Law and our charter, our stockholders have a
right to vote only on the following:

¢ the election or removal of directors;

» any amendment of our charter, except that our board of directors may amend or supplement our charter without
stockholder approval to: change our name; increase or decrease the apgregate number of our shares; increase or
decrease the number of our shares of any class or scries that we have the authority to issue, to classify or reclassify
any unissued shares by setting or changing the preferences, conversion or other rights, restrictions, limitations as to
distributions, qualifications or terms and conditions of redemption of the shares; effect reverse stock splits; and




afler the listing of our shares of common stock on a naticnal securitics exchange, opting into any of the provisions
of Subtitle 8 of Title 3 of the Maryland General Corporation Law,

« our liquidation and dissolution; and

¢ any merger, consolidation, sale or other disposition of substantially all of our assets, except in cenain
circumstances,

All other matters are subject to the discretion of our board of directors.

Our beard of directors may change our investment policies without stockholder approval, which could alter the nature
of your investment.

Our charter requires that our independent directors review our investment policies al least annually 1o determine
that the policies we are following are in the best interest of the stockholders. These policies may change over time. The
methods of implementing our investment policies also may vary, as new invesiment techniques are developed. Our
investment policies, the methods for their implementation, and our other objectives, policics and procedures may be altered
by our board of directors without the approval of our stockholders. As a result, the nature of your investment could change
without your consent.

Your interest in Behringer Harvard REIT I will be diluted if we issue additional shares.

Existing stockholders and potential investors in our offering do not have preemptive rights to any shares issued by
us in the future. Qur charter currently has authorized 400,000,000 shares of capital siock, of which 382,499,000 shares are
designated as common stock, 1,000 shares are designated os convertible stock and 17,500,000 are designated as preferred
stock. Subject to any limitations ser forth under Maryland law, our board of direclors may increase the number of
autherized shares of capital stock, increase or decrease the number of shares of any class or series of stock designated, or
reclassify any unissued shares without the necessity of obtaining stockholder approval. Shares may be issued in the
discretion of our board of directors. Stockholders will likely experience dilution of their equity invesiment in us in the
event that we (1} sell shares in our offering or sell additional shares in the future, including those issued pursuant to the
distribution reinvestment plan, (2) sell securities that are convertible into shares of our common stock, (3) issue shares of
our common stock in a private offering of securities to institutional investors, (4) issue shares of common stock upon the
conversion of the convenible stock, (5) issue shares of our common stock upon the exercise of the options granted to our
independent directors or employees of Behringer Advisors and HPT Management, our affiliated property management
company, or their affiliates, or the warrants issued in our prior offering to participating broker-dealers or our independent
directors, (6) issue shares to our advisor, its successors or assigns, in payment of an outstanding fee obligation as set forth
under our advisory management agreement, or (7) issue shares of our common stock to sellers of properties acquired by us
in connection with an exchange of limited partnership interests of Behringer OP. n addition, the partnership agreement for
Behringer OP contains provisions that would allow, under certain circumstances, other entities, including other Behringer
Harvard sponsored programs, to merge into or cause the exchange or conversion of their interest for interests of Behringer
OP. Because the limited partnership interests of Behringer Harvard OP may be exchanged for shares of our commaon stock,
any merger, exchange or conversion between Behringer Harvard OP and another entity vltimately could result in the
issuance of a substantial number of shares of our common stock, thereby diluting the percentage ownership interest of other
stockholders. Because of these and other reasons described in this *Risk Factors™ section, you should not expect 1o be able
to own a significant percentage of our shares.

Payment of fees to Behringer Advisors and its affiliates will reduce cash available for investment and payment of
distributions,

Behringer Advisors and its affiliates are paid fees for performing various services for us. These fees were not
negotiated at arm’s length and reduce the amount of cash available for investment in propertics or to pay distributions to
stockholders.

Because our ability to replace our property manager i restricted, we may be unable to terminate the property
managentent agreement at the desired time, which may adversely affect our operations and the distributions we are able

to pay to our stockhalders,

Under the terms of our property management agreement, we may terminate the agreement upon 30 days’ notice in
the event of, and only in the event of, 2 showing of willful misconduct, gross negligence or deliberate malfeasance by the
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property manager in performing its duties. Qur board of directors may find the serformance of our property manager 10 be
unsatisfactory. Howcver, unsatisfactory performance by the property manager may not constitute “willful misconduct,
gross negligence or deliberate malfeasance.” As a resuli, we may be unable 1o terminate the property management
agreement at the desired time, which may have an adverse effect on the manageraent and profitability of our properties.

Distributions may be paid from capital, and there can be no assurance that we will be able 1o achieve expected cash
Slows necesyary to continue to pay currently established distributions or maintain distributions at any particular level, or
that distributions will increase over time.

There are many factors that can affect the availability and timing of cash distributions paid to stockholders.
Distributions generatly are based upon such factors as the amount of cash availuble or anticipated to be available from real
estate securities, mortgage, bridge or mezzanine loans and other investments, ¢ arrent and projected cash requirements and
tax considerations. Because we may receive income from interest or rents at virious times during our fiscal year, there is
no assurance we will be able 10 continue paying distributions a1 historical levels. The amount of cash available for
distributions is affected by many factors, such as our ability to buy propertizs as offering proceeds become available,
income from those properties and mortgages, yields on securities of other real cstate programs that we invest in, and our
operating expense levels, as well us many other variables. Actual cash available for distributions may vary substantially
from estimates. We currently make distributions to our stockholders at an annualized rate of 6.3%, assuming the shares
were purchased for $10.00 per share, Approximately 82.5%, 77% and 72% of our aggregate distributions made in 2007,
2006, and 2005, respectively, constituted a return of capital for tax purposes. Distributions constitute a return of capital
when and to the extent the amount of the distributions exceed camings and profits as determined on a tax basis. In fiscal
year 2007, 2006 and 2005, we made cash distributions aggregating approximately $H 1.0 million, 860.1 million and $22.4
million, respectively, to our stockholders. Of these amounts, approximatety 17.5%, or $19.4 million, in fiscal 2007,
approximately 23%, or $13.9 million, in fiscal 2006, and approximately 28%, o1 $6.3 million, in fiscal 2005 was paid using
cash generated from our operations. The remaining amounis were paid from sources other than operating cash flow, such
as offering proceeds, cash advanced to us by, or reimbursements for expenses or waiver of fees from, our advisor and
proceeds from loans including those secured by our assets.

Uniil we generate sufficient cash flow from operations te make distributions to our stockholders, we may make
distributions from other sources in anticipation of future operating cash flow, which may reduce the amount of capital
we ultimately invest and may negatively impact the value of your investment.

Until we generate sufficient cash flow from operations to make distributions to our stockholders, some or all of our
distributions will be paid from other sources, such as offering proceeds, cash advanced to us by, or reimbursements for
expenses or waiver of fees from, our advisor and proceeds from loans including those secured by our assets. In addition, to
the extent we invest in development or redevelopment projects, or in properties that have significant capital requirements,
our ability 10 make distributions may be negatively impacted. Accordingly, the amount of distributions paid at any time
may not reflect current cash flow from operations. To the extent distributions are paid from offering proceeds, we will have
less money available to invest in properties or other real estate-related investments, which may negatively impact our
ability to achieve our investment objectives,

Adverse ¢conomic conditions may negatively affect our returns and profitability, which could negatively impact our
ability te pay cash distributions to our stockholders.

Our operating results may be affected by many factors, including a <ontinued or exacerbaied general economic
slowdown experienced by the nation as a whole or by the local economies where our properties or other investments are
located, These faclors include:

+ poor econemic conditions that result in defaults by 1enants of our properties and borrowers under our investments
in mortgage, bridge or mezzanine loans;

¢ job transfers and layoffs that cause terant vacancies to increase;

¢ the fact that increasing concessions or reduced rental rates or capital improvements may be required to maintain
occupancy levels; and

* increased insurance premiums that reduce funds available for distribution or, to the extent the increases are passed

through to tenants, may lead to tenant defaults. Also, increased inswrance premiums may make it difficult to
increase rents 1o tenants on turnover, which may adversely affect our ability to increase our returns.
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The length and severity of any economic downturn cannot be predicted. Qur operations could be negatively affected 1o the
extent that an economic downturn is prolenged or becomes more severe.

We and the other public programs sponsored by affiliates of Behringer Advisors have experienced losses in the past, and
we may experience similar losses in the future.

Historically, the public programs sponsored by affiliates of Behringer Advisors have experienced losses during the
early periods of their operation. Many of these losses can be attributed to the initial start-up costs and operating expenses
incurred prior 10 purchasing properties or making other investments that generate revenue. In addition, depreciation and
amortization expense substantially reduce net income. We have experienced similar losses and we may continue te do so in
the future, We cannot assure you that we will be profitable or that we will realize growth in the value of our real estate
investments.

We are uncertain of our sources for funding of future capital needs, which could adversely affect the value of our
investments,

Substantially all of the gross proceeds of our offerings have been, or will be, used to make investments in real
eslate assets and to pay various fees and expenses related to the offering and potentially a portion of distributions, We
establish capital reserves on a property-by-property basis, as we deem appropriate. In addition to any reserves we establish,
a lender may require escrow of reserves in excess of our established capital reserves. If these reserves are insufficient to
meet our cash needs, we may have to obtain financing from either affiliated or unaffiliated sources to fund our cash
requirements. We cannot assure you that additional funding will be available to us for potential capital needs in the future,

Instability in the credit market and real estate market could have a material adverse effect on our results of operations,
financial condition and ability to pay distributions to you.

If debt financing is not available on terms and conditions we find acceptable, we may not be able to obtain
financing for investments. Recently, domestic and intermational financial markets have experienced unusual volatitity and
uncertainty. I this volatility and uncertainty persists, our ability 10 borrow monies to finance the purchase of, or other
activities related 1o, real estate assets will be significantly impacted. 1f we are unable to borrow monies on terms and
conditions that we find acceptable, we likely will have to reduce the number of properties we can purchase, and the retum
on the properties we do purchase likely will be lower. In addition, we may find it difficult, costly or impossible to
refinance indebtedness which is maturing. If interest rates are higher when the properties are refinanced, we may not be
able to finance the properties and our income could be reduced. In addition, if we pay fees to lock-in a favorable interest
rate, falling interest rates or other factors could require us to forfeit these fees. All of these events would have a material
adverse effect on our results of operations, financial condition and ability to pay distributions.

In addition to volatility in the credit markets, the real estale market is subject to fluctuation and can be impacted by
factors such as general economic conditions, supply and demand, availability of financing and interest rates. To the exient
we purchase real estare in an unstable market, we are subject to the risk that if the real estate market ceases to attract the
same level of capital investment in the future that it attracts at the time of our purchases, or the number of companies
seeking o acquire properties decreases, the value of our investments may not appreciate or may decrease significantly
below the amount we pay for these investments.

To hedge against exchange rate and interest rate fluctuations, we may use derivative financial instruments that may be
costly and ineffective and may reduce the overall returns on your investnent.

We may use derivative financial instruments to hedge exposures to changes in exchange rates and interest rates on
loans secured by our assets and investments in collateralized mortgage-backed securities. Derivative instruments may
include interest rate swap contracts, interest rate cap or floor contracts, futures or forward coniracts, options or repurchase
agreements. Our actual hedging decisions will be determined in light of the facts and circumstances existing at the time of
the hedge and may differ from time to time.

To the extent that we use derivative financial instruments to hedge against exchange rate and interest rate
fluctuations, we will be exposed to credit risk, basis risk and legal enforceability risks. In this context, credit risk is the
failure of the counterparty to perform under the terms of the derivative contract. 1f the fair value of a derivative contract is
positive, the counterparty owes us, which creates credit risk for us. Basis risk occurs when the index upon which the
contract is based is more or less variable than the index upon which the hedged asset or liability is based, thereby making
the hedge less effective. Finally, legal enforceability risks encompass general contractual risks including the risk that the
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counterparty will breach the terms of, or fail 10 perform its obligations under, the derivative contract. Further, the REIT
provisions of the lniernal Revenue Code may limit our ability to hedge the risks inherent to our operations. Failure to
manage these risks effectively, or an inability to hedge duc to the various REIT provisions in the Code may have a material
adverse effect on our business, results of operations, financial condition and ability to pay distributions to our stockholders.

Complying with REIT requirements may limit our ability to hedge risk effectively.

The REIT provisions of the Code may limit our ability 1o hedge the risk:s inherent to our operations. Under current
law, income that we generate from derivatives or other transactions intended te hedge our interest rate risk may constitute
income that does not qualify for purposes of the 75% income requirement appl.cable to REITs, and also may be treated as
nonqualifying income for purposes of the 95% income test also applicable to RIIITSs unless specified requirements are met.
In addition, any income from foreign currency or other hedging transactions may constitute nonqualifying income for
purposes of both the 75% and 95% income tests. As a result of these rules, we may have to limit the use of hedging
techniques that might otherwise be advantageous, which could result in greater risks associated with interest rate or other
changes than we would otherwise incur.

The State of Texas recently enacted legislation that creates a new “margin tax” and decreases state property laxes. This
tax refarm could result in decreased reimbursable expenses from tenants, aml increased taxes on our operations, which
could reduce the cash available for distribution to you.

In May 2006, the State of Texas enacted legislation which replaced *he franchise tax with a new “margin tax,”
which is effective for calendar years beginning after December 31, 2006. The new legislation expands the number of
entities covered by the current Texas franchise tax, and specifically includes limited partnerships as subject to the new
margin tax. The tax generally will be 1% of an entity’s taxable margin, which is the pan of an entity’s total revenue less
applicable deductions apportioned to Texas. In May 2006, the State of Texas also enacted legislation that reduces the state
property tax. As a result of this new property tax legislation, our reimbursable cxpenscs from tenants at the property level
may decrease, duc 1o decreased property taxes. We hold several assets in Texas. As a consequence, the new margin tax,
combined with the decrease of rcimbursable expenses due 10 the decreased property tax, could reduce the amount of cash
we have available for distribution to you.

Genera! Risks Related to Investments in Real Estate
Our operating results are affected by economic and regulatory changes that may have an adverse impact orn the real
estate marker in general. We cannot assure you that we will be profitable or that we will realize growth in the value of

our real estafe assets.

Our operating results are subject 1o risks generally incident to the ownership of real estate, including:
» changes in general economic or local conditions;
e changes in supply of or demand for similar or competing properties in an area;
» ability to collect rent from tenants;

e changes in interest rates and availability of permanent mortgage funds, which may render the sale of a property
difficult or unanractive;

s the illiquidity of real esiate invesiments generally;
» changes in tax, real estate, environmental and zoning laws; and
» periods of high interest rates and tight money supply.

For these and other reasons, we cannot assurc you that we will be profitable oc that we will realize growth in the value of
our investments.

Properties that have significant vacancies could be difficalt 10 sell, which could diminixh the return on your real estate
properties.
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A property may suffer vacancies either by the continued default of tenants under their leases or the expiration of
tenant leases. If vacancies continue for a long period of time, we may suffer reduced revenues. In addition, the resale value
of the property could be diminished because the market value of a particular property will depend principally upon the cash
flow generated from leasing activity.

The inability of a significant venant or number of tenants to pay rent when due may negatively impact the revenues
generated by our real property investmentis,

The revenues generaied by our real property investments, particularly properties occupied by a single tenant, will
depend on the financial stability of the panticular tenant. A significant tenant or number of tenants may not pay rent when
duc, Further, if a tenant or tenants default, we may experience delays in enforcing our rights as landiord and may incur
substantial costs in protecting our investment and re-letting our property. If significant leases are terminated, we cannot
assure you that we will be able 1o lease the property for the rent previously received or sell the property without incurring a
loss. Any one, or a combination, of these items may have a material adverse cffect on our business, results of operations,
financial condition and ability to pay distributions to our stockholders.

- We may be unable to secure funds for future tenant improvemenis, which could adversely impact our ability to pay cash
distribations to our steckholders.

We may be required to expend substantiat funds to improve or refurbish lcaseable space either to maintain existing
1enanis or to attract new tenants. Although we intend to establish reserves for capital improvemenis, these reserves may not
be sufficient which would require us to seek funds from other sources. We cannot assure you that sufficient financing will
be available or, il available, witl be available on terms acceptable 1o us, if at all. Moreover, cenain reserves required by
lenders may be designated for specific uses and may not be available 10 use for tenant improvements. Additional
borrowing for capital improvemenis will increase our interest expense, and could have a matenal adverse effect on our
results of operations, financial condition and ability to pay distributions to our stockholders.

We may be unable to sell a property if or when we decide to do so, which could adversely impact our ability to pay cash
distributions 1o our stockholders.

We intend to hold our real propenties and other investments until Behringer Advisors determines that a sale or
other disposition is consistent with our invesiment objectives or until it appears that these objectives will not be met.
Otherwise, Behringer Advisors, subject to approval of our board, may exercise ils discretion as to whether and when to sell
a property, and we will have no obligation to sell properties at any particular time, except upon our liquidation if we do not
cause the shares to be listed for trading on a national securities exchange by 2017, unless a majority of the board of
dircetors and a majority of the independcent directors approve otherwise. We may not be able to sell a property or properties
cven if Behringer Advisors believes doing so would be in our best interest. The ability 1o sell real estate is affected by
many factors, such as general economic conditions. availability of financing, interest rates and other factors, including
supply and demand conditions. We cannot predict whether we will be able to sell any asset on terms acceptable to us, if at
all. Failure 10 sell properties when we need or want to do so, on terms acceplable to us, could have a material adverse effect
on our business, results of operations, financial condition and ability to pay distributions to cur stockholders.

Our co-venture partners, co-tenants or other partners in co-ownership arrangements could take actiens contrary te our
inferests.

We may enter into joint ventures, TIC investments or other co-ownership arrangements with other Behringer
Harvard programs or third parties. We may also purchase and develop properties in joint ventures or in partnerships, co-
tenancies or other co-ownership arrangements with the sellers of the properttics, affiliates of the sellers, developers or other
persons, These investments may involve risks not otherwise present with other forms of real estate investment, including,
for example:

e the possibility that our co-venturer, co-tenant or partner in an investment might become bankrupt;

o the possibility that a co-venturer, co-tenant or partner in an investment might breach a loan agreement or other
agreement or otherwise, by action or inaction, act in a way detrimental to us or the investment;

¢ that such co-venturer, co-tenamnt of partner may at any time have economic or business interests or goals that are, or
that become inconsistent with, our business interests or goals;

* the possibility that we may incur liabilities as the result of the action taken by our partner or co-investor; or




o that such co-venturer, co-tenant or partner may be in a position to take action contrary to our instructions or
requests or contrary to our policies or objectives, including our policy with respect to qualifying and maintaining
our qualification as a REIT.

We may suffer uninsured losses relating 1o real property or pay excessively expensive premiums for insurance coverage.

Although Behringer Advisors attempts to ensure that all of our proper:es are adequately insured to cover casualty
losses, there are certain types of Josses, generally catastrophic in nature, such as losses due to wars, acts of 1errorism,
earthquakes, floods, hurricanes, pollution or environmental matters, which are uninsurable or not econcmically insurable, or
may be insured subject 1o limitations, such as large deductibles or co-payments. Insurance risks associated with potential
terrorism acts could sharply increase the premiums we pay for coverage against property and casualty claims. Mortgage
lenders generally insist that specific coverage against terrorism be purchased by commercial property owners as a condition
for providing morgage, bridge or mezzanine loans. We cannot be certain that this coverage will continue to be available,
or available at reasonable cost, if at all, which could inhibit our ability to finan:e or refinance our properties. We may be
required 10 provide other financial suppon, either through financial assurances or self-insurance, to cover potential losses.
We cannot assurc you that we will have adequate coverage for any losses we may suffer. In the event that any of our
properties incurs a casually loss that is not fully covered by insurance, the value of that asset will be reduced by the
uninsured loss. En addition, other than any capital reserve we may establish, we will have no source of funding to repair or
reconstruct any uninsured damaged property, and we cannot assure you that those reserves wilt be sufficient.

Development and construction projects are subject to delays that may maierially increase the cost to complete the
project.

Wc may invest some or all of the proceeds available for investment in the acquisition and development of
properties upon which we will develop and construct improvements. We may, from time to time, develop and construct
new properties or redevelop existing properties. In doing so, we will be subject 10 the risks and uncenainties associated
with construction and development including the environmental concerns of governmental entities or community groups
and our builder’s ability to control construction costs or to build in conformity with plans, specifications and timetables.
The builder’s failure to perform may necessitate legal action by us to rescind the purchase or the construction contract of (0
compel performance. Performance also may be affected or delayed by conditions beyond the builder’s control. Delays in
completion of construction also could give tenants the right to terminate praconstruction leases for spacc at a newly
developed project. We may incur additional risks when we make periodic progress payments or other advances to such
builders prior to complction of construction. These and other such factors can yesult in increased costs of a project or loss
of our investment. In addition, we will be subject 1o normal leasc-up risks relating to newly constructed or re-developed
projects. Furthermore, we must rely upon projections of rental income and expenses and estimates of the fair market value
of property upon completion of construction when agreeing upon a price to be paid for the property at the time of
acquisition of the property. [f our projections are inaccurate, we may pay too much for a propeny, and our return on our
investment could suffer.

We may also invest in unimproved real property. Retums from development of unimproved properties also are
subject to additional risks and uncertainties such as those associated with re-zoning.

Our earnest money deposit may not be refunded.

We may enter into one or more contracts, either directly or indirectly through jaint ventures, TIC investments of
other co-ownership arrangements, to acquire real property from Behringer Development Company LP, an affiliate of
Behringer Advisors. We anticipate that we will be obligated to pay a substantial eamest money deposit at the time of
contracting (o acquire any property. In the case of properties to be developed by Behringer Development or its afiiliates,
we anticipale that we will be required to close the purchase of the praperty upon completion of the development of the
property by Behringer Development or its affiliates. At the time of contracting and the payment of the eamest money
deposit by us, Behringer Development or its affiliates typically will not have acjuired title to any real property. Typically,
Behringer Development or its affiliates will only have a contract to acquire Jand, 2 development agreement to develop a
building on the land and an agreement with one or more tenants to lcasc all or part of the property upon its completion,
There is no assurance that Behringer Development or its affiliates will refund our earnest money which will not be secured
by any assets. Further, Behringer Developmemt does not have substantial assets or operations.

We caompete with third parties in acquiring properties and other assets.

We believe that the current market for properties that meet our investment objectives is highly competitive. We
compete with many other entities engaged in rea) estate investment activities, including individuals, corporations, bank and
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insurance company investment accounts, other REITs, real estate limited partnerships and other entities engaged in real
estate investment activities, many of which have greater resources than we do. Larger real estale programs may enjoy
significant competitive advantages that result from, among other things, a lower cost of capital and enhanced operating
efficiencies. In addition, the number of entities and the amount of funds competing for suitable investment properties may
increase. Any increase would result in increased demand and prices for these assets. 1f we pay higher prices for properties
and other investments, our retums on investment will be less which may have an adverse cffect on our ability 1o pay
distributions to our stockholders.

A concentration of eur investments in any one property class may leave our profitability vuinerable (o a downturn in
thar sector.

At any one time, a significant portion of our investments could be in onc property class, such as institutional
quality office properties. As a result, we will be subject to risks inherent in investing in a single type of property. 1f our
investments are substantially in one property class, then the potential effects on our revenucs, and as a result, on cash
available for distribution to our stockholders, resulting from a downturn in the businesses conducted in those types of
properties could be more pronounced than if we had more fully diversified our investments.

Acquiring or attempting to acquire multiple properties in « single transaction may adversely qffect our operations.

From time to time, we have acquired multiple properties in a single transaction. Portfolio acquisitions are more
complex and expensive than single property acquisitions, and the risk that a multiple-property acquisition does not close
may be greater than in a single-property acquisition. Ponfolio acquisitions also may result in us owning investments in
geographically dispersed markets, placing additional demands on our nbility 10 manage the properties in the pontfolio. In
addition, a seller may require that a group of properties be purchased as a package even though we may not want to
purchase one or more properties in the portfolic. In these siluations, if we are unable to identify another person or entity 1o
acquire the unwanted properties, we may be required to operate or attlempt to dispose of these propertics. Acquiring
multiple properties in a single transaction likely requires us accumulate a large amount of cash. The returns that we earn on
this excess cash are typically less than the ultimate returns generated by the real property and therefore, accumulating such
cash could reduce the funds available to pay distributions 10 our stockholders,

Our aperating results will be negatively affected if our investments, including investments in TIC interests sponsored by
our sponsor, do not meet projected distribution levels.

Affiliates of Behringer Advisors have formed and organized a number of TIC real estate projects. Some of these
projects have not met the distribution levels or the leasing and operational thresholds projected by Behringer Harvard
Holdings and its affiliates. Specifically, several TIC investment programs have not benefited from expected leasing
improvements. Behringer Harvard Holdings has provided support for some of these programs in the form of master leases
and other payments. In addition, the Beau Terre Office Park TIC program, a program not sponsored by Behringer Advisors
or us, is currenly underperforming relative to projections that were based on seller representations that Behringer Harvard
Holdings believes to be false. With respect 1o this program, Behringer Harvard Holdings has completed a settlement with
the investors to support their returns and is pursuing a claim against the seller on behalf of the investors and itself. If
projections related 1o our investments, including any TIC interesis in which we invest, are inaccurate, we may pay too much
for an investment and our return on our investment could sufTer.

If we set aside insufficient capital reserves, we may be required 1o defer necessary property impravements, which could
adversely affect our operating resulty.

If we do not have sufficient reserves or generate sufficient cash from operations to fund capital improvements
throughout the life of the investment in a property, we may be required to defer necessary improvements to the property
which may cause the property to suffer from a greater risk of obsolescence or a decline in value, or a greater risk of
decreased cash flow as a result of fewer potential tenants being atiracted to the property. If this happens, we may not be
able to maintain projected rental rates for effected properties, and our results of operations and ability to pay distributions
may be negatively impacted.

The cost of complying with environmental and other governmental laws and regulations may adversely affect our
income and the cash available for any distributions.

All real property and the operations conducted on rea) property are subject to federal, state and local laws and
regulations (including those of foreign jurisdictions) relating to environmental protection and human health and safety.
These laws and regulations generally govern wastewater discharges, air emissions, the operation and removal of
underground and above-ground storage tanks, the use, storage, treatment, transportation and disposal of solid and hazardous

16




materials, and the remediation of contamination associated with disposals. Some of these laws and regulations may impose
joint and several liability on tenants, owners or operators for the costs of investigation or remediation of contaminated
properties, regardless of fault or the legality of the original disposal. tn addition, the presence of these substances, or the
failure to properly remediate thesc substances, may adverscly affect our abilitv to scll or rent such property or to use the
property as collateral for future borrowing.

Compliance with new or more siringent laws or regulations or stricter interpretation of existing laws may require
material expenditures by us. We cannot assure you that fulure laws, ordinances or regulations will not imposc any material
environmental liability, or that the current environmenial condition of our prop:rtics will not be affected by the operations
of the 1enants, by the existing condition of the land, by operations in the vicinity of the properties, such as the presence of
underground storage tanks, or by the activities of unrelated third parties. In addition, there are various local, state and
federal fire, health, life-safety and similar regulations (including those of foreign jurisdictions) that we may be required to
comply with, and that may subject us to liability in the form of fines or damages for noncompliance. Any foreign
investments we make will be subject 1o the laws in the relevant jurisdiction, These laws may impose additional restrictions
or impose additional compliance requirements.

Discovery of previously undetected environmentally hazardous conditions may adversely affect our operating results.

Under varjous federal, state and local environmental laws, ordinances and regulations (including those of foreign
jurisdictions), a current or previous owner or operator of real property may be liable for the cost of removal or remediation
of hazardous or toxic substances on, under or in such property. The costs of removing or remediating these substances
could be substantial. These laws often impose Hability whether or not the owr er or operator knew of, or was responsible
for, the presence of the hazardous or toxic substances. Environmental laws also may impose restrictions on the manner in
which property may be used or businesses may be operated, and these restrictions may require substantial expenditures.
Environmental laws provide for sanctions in the event of noncompliance and inay be enforced by governmental agencies
or, in certain circumstances, by private partics. Certain environmental laws and commen law principles could be used to
impose liability for relcase of and exposure to hazardous substances, including asbestos containing materials into the air,
and third partics may seek recovery from owners or operators of real propertes for personal injury or property damage
associated with exposure to released hazardous substances., The cost of defending against claims of liability, of compliance
with environmental regulatory requirements, of remediating any contaminated propenty, or of paying personal injury claims
could materially adversely affect our business, assets or results of operations and, consequently, amounts available for
distnibution to you.

Our costs associated with complying with the Americans with Disabilities Act may affect cash available for distributions.

Our investments in real properties are generally expected to be subject to the Americans with Disabilities Act of
1990, as amended, or similar Jaws of foreign jurisdiction. Under this Act, all places of public accommodation are required
to comply with federal requirements related 10 access and use by disabled p:rsons. The Act has separate compliance
requirements for “public accommodalions™ and “commercial facilities™ that generally require that buildings and services be
made accessible and available to people with disabilities. The Act’s requirements could require removal of access barriers
and could result in the imposition of injunctive relief, monetary penalties or. ‘n some cases, an award of damages. We
altempl to acquire properties that comply with the Act or any relevant faw or regulation of a foreign jurisdiction or place the
burden on the seller or other third-party, such as a tenant, o ensure compliance with those laws or regulations.
However, we cannot assure you that we will be able 10 acquire properties or allycate responsibilities in this manner. 1f we
cannot, monies used to comply with the Act or other relevant laws and regulations could reduce the amount of monies
available to pay distributions.

If we sell properties by providing financing to purchasers, we will bear the risk of default by the purchaser,

We may, from time to time, scll a property or other asset by providiny financing to the purchaser. There are no
limits or restrictions on our ability to accept purchase moncy obligations secured by a mortgage as payment for the
purchase price. The terms of payment to us will be affected by custom in the area where the property being sold is located
and then-prevailing economic conditions. 1f we receive promissory notes or other property in lieu of cash from propeny
sales, the distribution of the proceeds of sales to our stockholders, or reinvestment in other properties, will be delayed until
the promissory notes or other property are actually paid, sold, refinanced or otherwise disposed. [n some cases, we may
receive initial down payments in cash and other property in the year of sale in an amount less than the selling price and
subsequent payments will be spread over a number of years. We will bear the: risk of default by the purchaser and may
incur significant litigation costs in enforcing our rights against the purchaser. Delfaults by any purchaser under any
financing arrangement with us could have a material adverse effect on our business, results of opermions, financial
condition and ability to pay distributions to our stockholders.




Risks Associated with Debt Financing

We incur mortgage indebtedness and other borrowings, which increases our business risks.

We are permitted to, and typically do, acquire real properties and other real estate-related investments by assuming
cither existing financing secured by the asset or by borrowing new funds. In addition, we may incur or increase our
mortgage debt by obtaining loans secured by some or all of our asscts to obtain funds 10 acquire additional investments or
to pay distributions 1o our stockholders. We also may borrow funds if necessary to satisfy the requirement that we
distribute at least 30% of our annual “REIT taxable income,” or otherwise as is nccessary or advisable to assure that we
maintain our qualification as a REIT for federal income tax purposes.

Although our charter imposes limits on our total indebtedness, there is no limit on the amount we may invest in
any single property or other asset or on the amount we can borrow to purchase any individual property or other investment.
Further, we may exceed the limits set forth in our chaner if approved by a majority of our independent directors.

In addition to our charter limitation, our board of directors has adopted a policy to generally limit our aggregate
borrowings to approximately 55% of the aggregate value of our assets unless substantial justification exists that borrowing
a greater amount is in our best interests. Our policy limitation, however, does not apply to individual real estate assets and
will apply only when we have invested most of our capital. As a result, we typically borrow, and expect to continue
borrowing, more than 55% of the contract purchase price of each real estate asset we acquire to the extent our board of
directors determines that borrowing these amounts is reasonable.

We do not borrow money secured by a particular real property unless we believe the property’s projected cash
flow is sufficient to service the mortgage debt. However, if there is a shortfall in cash flow, then the amount avatilable for
distributions to stockholders may be affected. In addition, incurring mortgage debt increases the risk of loss since defaults
on indebtedness secured by a property may result in foreclosure actions initiated by lenders and our loss of the property
securing the loan that is in default. For tax purposes, a foreclosure is treated as a sale of the propenty for a purchase price
equal 10 the outstanding balance of the debt secured by the mortgage. If the outstanding balance of the debt secured by the
mortgage exceeds our tax basis in the property, we would recognize taxable income on foreclosure, but would not receive
any cash proceeds. We also may provide full or panial guarantees 10 lenders of morigage debt to the entities that own our
properties. When we give a guaranty on behalf of an entity that owns one of our properties, we will be responsible to the
lender for satisfaction of the debt if it is not paid by the entity. If any mortgages contain cross-collateralization or cross-
default provisions, there is a risk that more than one real property may be affected by a default. 1l any of our properties are
foreclosed upon due to a default, our ability to make distributions to our stockholders will be adversely affected.

If mortgage debt is unavailable at reasonadle rates, we may not be able to refinance our properties, which could reduce
the number of properties we can acquire and the amount of cash distributions we can make,

When we place mortgage debt on properties, we run the risk of being unable to refinance the properties when the
loans come due, or of being unable to refinance on favorable terms. !f interest rates are higher when the properties are
refinanced, we may not be able to finance the properties and our income could be reduced. [F this occurs, it would reduce
cash available for distribution to gur stockholders, and it may prevent us from raising capital by issuing more stock or
prevent us from borrowing more money.

Lenders may require us to enter into restrictive covenants relating to our operations, which could limit our ability to
make distributions to our stockholders.

In connection with obtaining financing, a lender could impase restrictions on us that affect our ability to incur
additional debt and our distribution and operating policies. In general, our loan agrecments restrict our ability to encumber
or otherwise transfer our interest in the respective property without the prior consent of the lender. Loan documents we
enter into may contain other customary negative covenants that may limit our ability to further mortgage the property,
discontinue insurance coverage, replace Behringer Advisors as our advisor or impose other limitations. Any such
restriction or limitation may limit our ability 1o pay distribitions to our stockholders.

Interest-only indebtedness may increase our risk of defawlt and ultimately may reduce our funds available for
distribution to our stockholders.

We may finance our property acquisitions using interest-only mortgage indebtedness. During the interest only
period, the amount of each scheduled payment will be less than that of a traditional amortizing mortgage loan. The
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principal balance of the mortgage loan will not be reduced (except in the case of prepayments) because there arc no
scheduled monthly payments of principal during this period. After the imeres:-only period, we will be required either 10
make scheduled payments of amortized principal and interest or to make 2 lunp-sum or “balloon™ payment at maturity.
These required principal or ballcon payments will increase the amount of our scheduled payments and may increase our
risk of default under the related mortgage loan. If the mongage loan has an adjustable interest rate, the amount of our
scheduled payments also may increase at a time of rising interest rates. Increased payments and substantial principal or
balloon marturity payments will reduce the funds available for distribution 10 our stockholders because cash otherwise
available for distribution will be required to pay principal and interest associated with these mortgage loans.

Increases in interest rates could increase the amount of our debt payments and adversely affect our ability to make
distributions to our stockholders.

We may borrow money that bears interest at a variable rate. Variable rate loans will expose us to increases in
cosls in a rising interest rute environment. In addition, if rising interest rates cause us to need additional capital to repay
indebtedness, we may be forced to sell one or more of our investments in properties at times which may not permit us to
realize the retumn on the investments we would have otherwise realized. [ncreases in interest rates could have a material
adverse effect on our business, results of operaiions, financial condition and ability to pay distnbutions to our stockholders,

Financing arrangements involving balloon payment obligations may adversely affect our ability to make distributions.

Cur fixed-term financing arrangements generally require us to make “halloon™ payments at maturity. Qur ability
to make a balloon payment at maturity is uncenain and may depend upon our #bility to obtain additional financing or our
ability to scll the property. At the time the balloon payment is due, we may or may not be able to refinance the baltoon
payment on terms as favorable as the original loan or sell the property a1 a price sufficient to make the balloon payment.
The effect of a refinancing or sale could affect the rate of retum to stockholders and the projected 1ime of disposition of our
assets. [n addition, payments of principal and interest made to service our debts may leave us with insufficient cash to pay
the distributions that we are required to pay 10 maintain our qualification as a REIT. Any of these results would have a
significant, negative impact on your investment.

We have broad authority to incur debt, and high debt levels could hinder our ability to make distributions and could
decrease the velue of your investment.

Qur board of directors has adopted a policy that we will generally limit our aggregate borrowings 10 approximately
55% of the aggpregate value of our assets, but we may exceed this limit under some circumstances. Such debt may be at a
level that is higher than other real estate investment trusts with similar investment objectives or criteria. High debt levels
would cause us to incur higher interest charges, would result in higher debt servize payments, and could be accompanied by
restrictive covenanis. These factors could limit the amoumt of cash we have available to distribute and could result in 2
decline in the value of your investment.

Risks Related 10 an Investment in Behringer Harvard REIT 1
We may suffer from delays in locating suitable investments, which could adversely affect the return an your investment.

Even if we are able to access sufficient capital, we may suffer from deluys in deploying the capital into properties
or other rcal estate assets, Delays may oceur, for example, as a result of our relying on our advisor, Behringer Advisors,
and its affiliates to identify these opporiunitics given that the employees of thise entities are simultaneously seeking to
locate suitable investments for other programs sponsored by our sponsor. Deluys in selecting, acquiring and developing
real estate assels could adversely aifect investor returns. In addition, properties acquired prior to the start of construction or
during the early stages of construction typically 1ake several months to complite construction and rent available space.
Failure to deploy capital not otherwise invested in income-producing real estate assets in a limely manner could have a
material adverse effect on our ability to pay distributions. Further, pending invasting in real estate assets, we may invest
capital in short-term, highly-liquid investments, These short-term investments typically yield less than investments in
commercial real estate,

We may have to make decisions on whether to invest in certain propertics without detailed information vn the property.

To effectively compete for the acquisition of properties and other inves'ments, our adviser and board of directors
may be required 10 make decisions or post substantial non-refundable deposits prior to completing our analysis and due
diligence on property acquisitions. In these cases, the information available to our advisor and board of directors at the
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time of making any particutar investment decision, including the decision to pay any non-tefundable deposit and the
decision to consummate any particular acquisition, may be limited, and our advisor and board of directors may not have
access to detailed information regarding any particular investment property, such as physical characteristics, environmental
matters, zoning regulations or other local conditions affecting the investment property. Therefore, there is no assurance that
our advisor and board of directors will have knowledge of all circumstances that may adversely affect an investment. In
addition, our advisor and board of dircctors expect to rely upon independent consultants in connection with evaluating
proposed investment propertics, and no assurance can be given as to the accuracy or completeness of the information
provided by such independent consultants.

If we lose ar are unable to obtain key personnel, our ability te implement our investment strategies could be delayed or
hindered.

Our ability to achieve our investmeni objectives depends, to a significant degree, upon the continued contributions
of certain executive officers and other key personnel of Behringer Advisors and its affiliates, including Robent M,
Behringer and Robert S. Aisner, each of whom would be difficult to replace. We do not have employment agreements with
our executive officers. Although several of our executive officers, including Mr. Behringer and Mr. Aisner, have entered
into employment agrcements with affiliates of Behringer Advisors, including Harvard Property Trust, LLC, these
agreements are terminable at will, and we cannot guarantee that they will remain affiliated with our advisor. If any of our
executive officers and other key personne) of Behringer Advisors and its affiliates were to cease their affiliation with us,
Behringer Advisors or its affiliates, our operating results could suffer. Further, although Behringer Harvard Holdings has
key person insurance on the lives of Messrs. Behringer, Mattox and Reihsen, and is in the process of obtaining key person
insurance on the lives of Messrs. Aisner, Bresky and Schwaber, we do not currently intend to separately maintain key
person life insurance on these individuals or any other person. We believe that our future success depends, in large part, on
the ability of Behringer Advisors and its affiliates to hire and retain highly-skilled managerial, operating and marketing
personnel. Competition for persons with these skills is intense, and we cannot assure you that Behringer Advisors and its
affitiates will be successful in attracting and retaining skilled personnel. Further, we have established, and intend in the
future to establish, strategic relationships with firms that have special expertise in certain services or as 1o assets both
nationally and in certain geographic regions. Maintaining these relationships will be important for us 10 effectively compete
for assets. We cannot assure you that we will be successful in atiracting and retaining these strategic relationships. If we
lose or are unable 10 obtain the services of our executive officers and other key personnel of Behringer Advisors and its
affiliates, or do not establish or maintain the necessary strategic relationships, our ability to implement our investment
strategy could be delayed or hindered.

If we internalize our management functions, your voting power in us could be diluted, and we could incur other
significant costs associated with being self-managed.

Al some point in the future, we may consider acquiring our advisor and property managers in a transaction or
series of transactions known as an “internalization.” The method by which we could intemalize these functions could take
many forms such as a merger with Behringer Advisors, in which we would acquire Behringer Advisors, or an asset
acquisition. Further, the amount and form of any consideration that we would pay in this type of transaction could take
many forms. lssuing shares of our common stock or entering into promissory notes could reduce our net income, funds
from operations and ability to make distributions to you. In addition, issuing shares of our common stock could dilute your
voting power as a stockholder. Further, as part of internalizing our management functions, we would likely begin paying
compensation and benefits 1o our officers and other employees and consultants in addition to the potential liabiliies
commonly faced by employers from items such as workers disability and compensation claims, potential labor disputes and
other employec-related liabitities and grievances. In addition, we may issue equity awards to officers, employees and
consultants, which would have the effect of reducing your voling percentage and possibly decrease our net income and
funds from operations. Finally, internalizing our management functions may negatively impact our net income and funds
from operations because: (1) actual costs exceed budgeled costs and we fail to realize the projected synergies from the
transaction; {2) we are unable to successfully integrate the acquired entitics and people; (3) we fail to identify the
appropriate mix of personnel and capital needs to operate as a stand-alone entity. All of these factors could have a material
adverse effect on our results of operations, financial condition and ability to pay distributions.

A proposed intermalization transaction also may expose us to litigation risks. We and our directors may be
required to defend against claims related to the consideration to be paid to the advisor as part of the transaction or claims
related to any disclosure required by applicable federal and state sccurities laws. Any amounts we are required to expend
defending claims brought against us will reduce the amount of funds available for us to invest in propertics or other
investments and may reduce the amount of funds available for distribution to our stockholders.
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Our rights, and the riphts of our stockholders, 1o recover claims against our officers, directors and advisor are limited.

Our chanter, and agreements entered into with our officers and diructors, states that we may indemnify our
directars, our officers, our employees, our agents, our advisor and its affiliates for losses or liability they may suffer so long
as the person seeking indemnity has determined that the course of conduct that caused the loss or liability was in our best
interests, they were acting on our behalf or performing services for us, the liability was not the result of negligence or
misconduct by our non-independent directors, our advisor and its afiliates or gross negligence or willful misconduct by our
independent directors, and the indemnification is recoverable only out of our net assets or the proceeds of insurance and not
from the stockholders. As a resull, we and our stockholders may have more limited rights against our directors, officers,
cmployees and agents, and Behringer Advisors and its affiliates, even if their conduct causes a loss to us. In addition, we
may be obligated to fund the defense costs incurred by our directors, officers, ernployees and agents or Behringer Advisors
in some cases.

Your investment may be subject to additional risks if we make international investments.

We may purchase real estate assets located outside the United States ar:d may make or purchase mongage, bridge,
mezzanine or other loans or participations in morgage, bridge, mezzanine o1 other loans made by a borrower located
outside the United States or securcd by property located ouwside the United States. These investments may be affected by
factors peculiar o the laws of the jurisdiction in which the borrower or the property is located. These laws may cxpose us
to risks that are different from and in addition to those commonly found in the United States. Foreign investments could be
subject to the following additional risks:

e povernmental laws, rules and policies including laws relating to the foreign ownership of real property or
morigages and laws relating to the ability of foreign persons or corporations to remove profits earned from
activities within the country to the person’s or corporation’s country of wrigin,

s vanations in currency exchange rates;

e adverse market conditions caused by inflation or other changes in national or local economic conditions,

* changes in relative interest rates;

» changes in the availability, cost and terms of mortgage funds resulting from varying national economic policies;

» changes in real estate and other tax rates, the tax treatment of transaction structures and other changes in operating
expenses in a particular country where we have an invesiment;

» lack of uniform accounting standards (including availability of information with U.S. generally accepted
accounting principles),

s changes in land use and zoning laws;
s more stringent environmental laws or changes in these laws;

» changes in social stability or other political, economic or diplomatic developmenis in or affecting 2 country where
we have an investment;

e the fact that our sponsor and its affiliates have only limited experience investing in real property or other
investments outside of the United Siates; and

» legal and logistical barriers to enforcing our contractval rights.

Any of these risks could have an adverse effect on our business, results of operations and ability to make distributions to
our stockholders.




We do not have substantial experience with internatinnal investments.

Neither we nar our sponsor, Behringer Harvard Holdings, or any of its affiliates has any substantial expericnce
investing in real property or other investments outside the United States. 1f we invest in real estate assets outside of the
United States, we intend to invest primarily in institutional quality office properties, but we are not limited as to the specific
geographic regions where we may conduct our operations. We may not have the expertise necessary to maximize the
return on our international investments.

Risks Related to Conflicts of Interest

We are subject to conflicts of interest arising out of our relationships with our advisor and its affiliates, including
the material conflicts discussed below.

Because a number of Behringer Harvard real estate programs use investment strategies that are similar to ours,
Belringer Advisors and its and our executive officers will face conflicts of interest relating te the purchase and leasing
of properties and other investmenis, and these conflicts may not be resolved in our favor.

Affiliates of Robert M. Behringer are sponsoring or have recently sponsored six public real estate programs with
substantially the same investment objectives as ours. There may be periods during which all of these programs are seeking
to invest in similar properties and other real estate-related investments. As a resull, we may be seeking (o buy properties
and other real estate-related investments at the same time as these other Behringer Harvard-sponsored programs managed
by officers and employees of our advisor and its affiliates. These other Behringer Harvard-spensored programs may use
investment strategies that are similar to ours. Our executive officers and the exccutive officers of our advisor also are the
executive officers of other Behringer Harvard-sponsored REITs and their advisors, the general partners of Bchringer
Harvard-sponsored partnerships or the advisors or fiduciaries of other Behringer Harvard-sponsored programs. Behringer
Advisors may choose a property that provides lower returns 10 us than a property purchased by another Behringer Harvard-
sponsored program. In the cvent these conflicts arise, we cannot assure you that our best interests will be met when officers
and employees acting on behalf of our advisor and on behalf of advisors and managers of other Behringer Harvard-
sponsored programs decide whether to allocate any particular property to us or to another Behringer Harvard-sponsored
program or affiliate, which may have an investment strategy that is similar to ours, In addition, we may acquire propertics
in geographic areas where other Behringer Harvard-sponsored programs own properties. 1T one of the other Behringer
Harvard-sponsored programs attracts a tenant that we are competing for, we could suffer a loss of revenue due to delays in
locating another suitable tenant.  Similar conflicts of interest may occur if our advisor determines to make or purchase
mongage, bridge or mezzanine loans or participations in mortgage, bridge or mezzanine loans on our behalf, since other
Behringer Harvard-sponsored programs may be competing with us for these investments. You will not have the
opportunity to evaluate the manner in which these conflicts of interest are resolved before or after making your investment.

Behringer Advisors will face conflicts of interest relating to joint ventures, TIC investments or other co-ownership
arrangements that we enter with other Behringer Harvard-sponsored programs, which could result in a disproportionate
benefit to another Behringer Harvard-sponsored program.

We are likely to enter into joint ventures, TIC investments or other co-ownership arrangements with other
Behringer Harvard-sponsored programs to acquire, develop or improve properties as well as to acquire other real estate-
related investments. The executive officers of Behringer Advisors are also the executive officers of other Behringer
Harvard-sponsored REITs and their advisors, the general partners of other Behringer Harvard-sponsored paninerships or the
advisors or fiduciaries of other Behringer Harvard-sponsored programs. These executive officers will face conflicts of
interest in determining which Behringer Harvard-sponsored program should enter into any particular joint venture, TIC or
co-ownership arrangement. These persons may also have a conflict in structuring the terms of the relationship between our
interests and the interests of the Behringer Harvard-sponsored co-veaturer, co-tenant or partner as well as conflicts of
interest in managing the joint venture,

In the event that we enter into a joint venture, TIC investment or other co-ownership arrangements with another
Behringer Harvard-sponsored program or joint venture, Behringer Advisors and its affiliates may have a conflict of interest
in determining when, and whether, to buy or sell a particular real estate property. Our goals and objectives also may
diverge from those of our joint venture partner which could lead to deadlocks and delays in decisions to sell a propenty or
resull in the premature sale of a property. In the event that a co-venturer has a right of first refusal to buy out the other co-
venturer, it may be unable to finance the buy-out at that time. 1f our interest is subject to a buy/sell right, we may not have
sufficient cash, available borrowing capacity or other capital resources to allow us to purchase an intercst of a co-venturer
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subject 10 the buy/sell right, in which case we may be forced to sell our inter.:st as the result of the exercise of the right
when we would otherwise prefer 10 keep our interest. Furthermore, we may not be able to sell our interest in a joint venture
if we desire to exit the venture for any reason or if our interest is likewise subject to a right of first refusal of our co-
venturer or partner, our ability to sell such interest may be adversely impacted by this right.

Our advisor's executive officers and key personnel and the executive officers and key personnel of Behringer Harvard-
affiliated entities that conduct our duy-to-day operations and our uvffering will face competing demands on their time,
and this may cause our investment returns (o suffer.

We rely upon the executive officers of Behringer Advisors and the exccutive officers and employees of Behringer
Harvard-affiliated entities 1o conduct our day-to-day operalions and our offering.  These persons also conduct the day-to-
day operations of other Behringer Harvard-sponsored programs and may have other business interests as well, Because
these persons have compeling interests on their time and resources, they may have conflicts of interest in allocating their
time hetween our business and these other activities. These conflicts could have a material adverse effect on our business,
results of operations, financial condition and ability to pay distributions to our stockholders.

Our officers fuce conflicts of interest related to the positions they hold with ether entities affiliated with Behringer
Advisors, which could diminish the value of the services they provide to us.

Each of our executive officers, including Mr. Behringer, who serves as our Chief Executive Officer, Chief
Investment Officer and chairman of our board of directors, is also an officer of Behringer Advisors, our property manager,
our dealer manager and other entities affiliated with Behringer Advisors, including the advisors and fiduciaries to other
Behringer Harvard-sponsored programs. As a result, these individuals owe fidcciary duties to these other entities and their
investors, which may conflict with the fiduciary duties thal they owe 10 us and our stockhelders. Their loyalties to these
other entities and investors could result in action or inaction that is detrimental 1o our business, which could harm the
implementation of our business strategy and our investment and leasing opportunitics, Conflicts with our business and
interests are most likely to arise from involvement in activities related to: (1) atocating new investments and management
time and services between us and the other cntities; (2) the timing and terms of the investment in, or sale of, an asset; (3)
development of our properties by affiliates of our advisor; (4) investments with affiliates of our advisor; (3} compensation
to our advisor; and {6) our relationship with our dealer manager and property manager. Failure to resolve these conflicts
could have a material adverse cffect on our business, results of operations, financial condition and ability to pay
distributions 10 our stockholders.

Your investment will be diluted upan conversion of the convertible stock.

Behringer Advisors purchased 1,000 shares of our non-participating, non-voting, convertible stock for an
aggregate purchase price of $1,000. Under limited circumstances, these shares may be converted into shares of our
common stock, resulting in dilution of our stockholders’ interest in us. The terms of the convertible stock provide that,
generally, holders of convertible stock will receive shares of common stock with an aggregate value equal to 15% of the
amount by which (1) our enterprise value, including the total amount of distributions paid to our stockholders, exceeds (2)
the sum of the aggregate capital invested by our stockholders plus a 9% cumulative, non-compounded, annual return on
such capital. The shares of convertible stock will be converted into shares of coinmon stock automatically if:

s the holders of our common stock have received distributions equal to the sum of the aggregate capital invested by
stockholders and a 9% cumulative, non-compounded, annua) return on this capital;

» the shares of common stock are listed for trading on a national securities exchange; or

» the advisory management agreemcnt expires without renewal or is terminated, other than due to a termination
because of a material breach by our advisor, and at the time of or subisequent to termination, the holders of our
common stock have received aggregate distributions cqual to the sum of the capital invested by stockholders and a
9% cumulative, non-compounded, annual return on the capital contributions through the date of conversion,

Behringer Advisors can influence whether we terminate the advisory management agreement or allow it 10 expire
without renewal, or whether our common stock is listed for trading on a national securities exchange. Accordingly,
Behringer Advisors can influence both the conversion of the convertible stock issued 10 it and the resulting dilution of other
stockholders’ interests.
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Behringer Advisors fuces conflicts of interest relating to the incentive fee structure under our advisory manugement
agreement, which could result in actions that are not necessarily in the long-term best interests of vur stockholders.

Under our advisory management agreement, Behringer Advisors is entitled to fees that are structured in a manner
intended to provide incentives to our advisor to perform in our best interests and in the best interesis of our stockholders,
However, because our advisor does not maintain a significant equity interest in us and is entitled to receive substantial
minimum compensation regardless of performance, our advisor's interests are not wholly aligned with those of our
stockholders. In that regard, our advisor could be motivated to recommend riskier or more speculative investments in order
for us 1o generate the specified levels of performance or sales proceeds that would entitle our advisor to fees. In addition,
our advisor's entitlement to fees upon the sale of our assets and to participate in sale proceeds could result in our advisor
recommending sales of our investments at the earliest possible time at which sales of investments would produce the level
of return that would entitle the advisor to compensation relating to such sales, even if continued ownership of those
investmenis might be in our best long-term interest,

Qur advisory management agreement also requires us 1o pay a performance-based termination fee to our advisor
(reduced by the value of shares of common stock issued or issuable upon conversion of our convertible stock}) in the event
that the advisory management agreement expires without renewal or is terminated, other than because of a material breach
by the advisor; the holders of the common stock have received distributions cqual to the sum of the capital invested by such
stockholders and a 9% cumulative, non-compounded, annual return; or the shares of common stock are listed for trading on
a national securities exchange. To aveid paying this fee, our independent directors may decide against terminating the
advisory management agreement prior 10 our listing even if, but for the termination fee, termination of the advisory
management agreement would be in our best interest. In addition, the requirement to pay a fee 1o our advisor at lermination
could cause us to make different investment or disposition decisions than we would otherwise make, in order to satisfy our
obligation to pay the fee to the terminated advisor. Moreover, our advisor has the right to terminate the advisory
management agreement upon a change of contro! of our company and thereby trigger the payment of the performance fee,
which could have the effect of delaying, deferring or preventing the change of control.

Because we rely on affiliates of Behringer Harvard Holdings 1o provide advisory, property management and dealer
manager services, if Behringer Harvard Holdings is unable to meet its obligations we may be required to find alternative
providers aof these services, which could diyrupt our business.

Behringer Harvard Holdings, through one or more of its subsidiaries, owns our advisor, our property manager, and
the dealer manager of our offering. These entities represent a substantial majority of Behringer Harvard Holdings’
business. In light of the common ownership of these entities and their importance to Behringer Harvard Holdings, we
consider the financial condition of Behringer Harvard Holdings when assessing the financial condition of our advisor,
property manager and dealer manager. Although we believe that Behringer Harvard Holdings currently has adequate
working capital, from both funds on hand and borrowing capacity, to meet its obligations, its continued viability may be
affected by its ability to continue to successfully sponsor and operate real estate programs. In the event that Behringer
Harvard Holdings would be unable to meet its obligations as they become due, we might be required 0 find alternative
service providers, which could materially disrupt our business.

Risks Related to Investments in Real Estate-Related Securities

Recent market conditions and the risk of continued market deterioration may reduce the value of any real estate related
securities in which we may invest.

Recently the U.S. credit markets and the sub-prime residential mortgage market have experienced severe
dislocations and liquidity disruptions. Sub-prime mortgage loans have cxperienced increasing rates of delinquency,
foreclosure and loss. These and other related evenis have had a significant impact on the capital markets associated not only
with sub-prime montgage-backed securities, asset-backed securities and collateralized debt obligations, but also with the
U.S. credit and financial markets as a whole.

If we were to invest in real estate related securities, including collateratized mentgage-backed securities, as part of
our investment strategy, we would be exposed to the volatility of the credit markets. Turmoil in the credit market may have
a material adverse effect on both the value of our securities portfolio and the availability or cost of any used in connection
with our securities portfolio.

Because there may be significant uncertainty in the valuation of, or in the stability of the value of, securities
holdings, the fair values of these investments might not reflect the prices that we would obtain if such investments were
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actually sold. Furthermore, due to the recent market events, these investments would be subject to rapid changes in value
caused by sudden developments that could have a material adverse affect on the value of these investments.

Investments in real estate-related-securities will be subject to specific risk: relating to the particular issuer of the
securities and may be subject fo the general risks of investing in subordinated real estate securities.

We may invest in reat estate-related sceurities of both publicly traded and private real estate companics. Our
investmenis in rea! estate-related securities will involve special risks relating to the particular issuer of the securities,
including the financial condition and business outlook of the issuer. issuers of real estate-related securities generally invest
in real estate or rea estate-related assets and are subject 1o the inherent risks associated with real estate-related investments
discussed in this Annual Report on Form 10-K, including nisks relating to rising interest rates.

Real estate-related equity securitics arc always unsecured and subordinated to other obligations of the issucr.
Investments in real estate-related equity securities are subject to risks of: (1) limited liquidity in the secondary trading
market in the case of unlisted or thinly traded securitics; (2) substantial market price volatility resuliing from changes in
prevailing interest rates in the case of traded equity securities; (3) subordination 10 the liabilities of the entity; (4) the
operation of mandatory sinking fund or callfredemption provisions dunng periods of declining interest rates that could
cause the issuer to redeem the securitics; (5) the possibility that earnings of the issuer may be insufficient to meet its debt
service and distribution obligations; and (6) the declining creditworthiness and potential for insolvency of the issuer during
periods of rising interest rates and economic downturn. These risks may adversely affect the value of outstanding real
estate-related equity securities and the ability of the issuers thereof to repay principal and interest or make distribution
payments.

The fees that we pay tv invest in real estate-reluted securities will be greater than any Sfees that yau would pay to invest
directly in these securities.

We may pay acquisition fees to third parties, including investment bankers and brokers, in connection with
identifying, reviewing, evaluating and investing in real estate-related securities. In addition, we may reimburse thesc third
parties for expenses related 1o sclecting and acquiring securities for us, including, but not limited to, legal fees and
expenses, third-party brokerage fees and other closing costs. The fees we pay in connection with investing in real estate-
related securities likely will be greater than the individual fees that you would pay to invest directly in these securitics.

Investments in real estate preferred equity securities involve a greater risk of loss than traditional debt financing.

We may invest in real estate-related preferred equity securities, which may involve a higher degree of risk than
traditional debt financing due to a variety of factors, including that such investinents are subordinate to the liabilities of the
entity and are not secured by property underlying the investment. Furthermore, should the issuer default on our investment,
we would be able to proceed only against the entity in which we have an interest, and not the property owned by such entity
and underlying our invesiment. As a result, we may not recover some or alf of our investment.

The mezzanine loans in which we may invest would involve greater risks of loss than senior loans secured by income
preducing real properties.

We may invest in mezzanine loans that take the form of subordinated loans secured by second mortgages on the
underlying real propeny or louns secured by a pledge of the ownership interests of either the entity owning the real propeny
or the entity that owns the interest in the entity owning the real property. These types of investments involve a higher
degree of risk than long-term scnior mongage lending secured by income producing real property because the investment
may become unsecured as a resuh of foreclosure by the senior lender. In the event of a bankrupicy of the entity providing
the pledpge of its ownership interests as security, we may not have full recourse "0 the assets of the entity, or the assets of the
entity may not be sufficient to satisfy our mezzanine loan. If a borrower defanlts on our mezzanine loan or debt senior to
our loan, or in the event of a borrower bankruptcy, our mezzanine loan will be satisfied only afler the senior debt. Asa
result, we may not recover some or all of our investment.

We may make investments in non-U.S. doflar denominated securities, which will be subject 1o currency rates exposure
and the uncertainty of foreign laws and markets.

We may purchase real property or real estate-related securities denominated in foreign currencies, A change in
foreign currency exchange rates may have an adverse impact on returns on ou: non-U.S. doltar denominated investments.
Although we may hedge our forcign currency risk subject 1o the REIT income qualification tests, we may not be able to do
s0 successfully and may incur losses on these investments as a result of exchange rate fiuctuations.
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We expect that a portion of any real estate-related securities investments we make will be illiquid and we may not be able
to adjust our portfolio in response to changes in economic and other conditions.

Cenain of the rcal estate-related securities that we may purchase in conngction with privately ncgotiated
transactions will not be registered under the applicable securities laws, resulting in a prohibition against their transfer, sale,
pledge or other disposition except in a transaction that is exempt from the registration requirements of, or is otherwise in
accordance with, those laws. As a resull, our ability to vary our portfolio in response to changes in economic and other
conditions may be relatively limited. The mezzanine and bridge loans we may purchase will be particularly iiliquid
investments due to their short life, their unsuitability for securitization and the greater difficulty of recoupment in the cvent
of a borrower’s default.

Interest rate and related risks may cause the value of our real estate-related securities investments fo be reduced.

Interest rate risk is the risk that prevailing market interest rates change relative to the current yield on fixed income
securities such as preferred and debt securities, and to a lesser extent dividend paying common stock. Generally, when
market interest rates rise, the market value of these securities declines, and vice versa. In addition, when interest rates fall,
issuers are more likely to repurchase their existing preferred and debt securities to take advantage of the [ower cost of
financing. As repurchases occur, principal is returned to the holders of the securities sooner than expected, thereby
lowering the effective yield on the investment. On the other hand, when intcrest rates rise, issuers are more likely to
maintain their existing preferred and debt securities. As a result, repurchases decrease, thereby extending the average
maturity of the securities. We intend to manage interest rate risk by purchasing preferred and debt securities with
maturitics and repurchase provisions that are designed to match our investment objectives. 1f we are unable to manage
these risks effectively, our results of operations, financial condition and ability to pay distributions to you will be adversely
affected.

We have not made any investinents in real estate-related securities,

Aside from investments in institutional quality commercial properties, we are permitied to invest in teal estate-
related securities, including securities issued by other real estate companies, collateralized mortgage-backed securities,
mortgage, bridge or mezzanine ioans and Section 1031 TIC interests. To date, however, we have focused on acquiring
interests in office buildings and other commercial properties. We may not have the expertise necessary to maximize the
return on real estate-related securitics.

We may acquire real estate-related securities through tender offers, which may require us to spend significant amounts
of time and money that etherwise could be allocated 1o our operations.

We may acquire real estate-related securities through tender offers, negotiated or otherwise, in which we solicit a
target company’s stockholders to purchase their securities. The acquisition of these securilies could require us (o spend
significant amounts of meney thal otherwise could be allocated to our operations. Additionally, in order to acquire the
securities, the employees of our advisor likely will need to devote a substantial portion of their time to pursuing the tender
offer — rime that otherwise could be allocated 1o managing our business. These consequences could adversely affect our
operations and reduce the cash available for distribution to our stockholders.

Risks Associated with Mortgage Lending

We may not have the expertive necessary to maximize the return on our investments in monigage, bridge or mezzanine
loans.

Although we expect that our directors will have the relevant knowledge and experience required to invest in the
types of assels that we propose 1o acquire, including mortgage, bridge and mezzanine toans, neither Behringer Advisors nor
any of its affiliates has substantial experience in investing in mongage, bridge and mezzanine loans. We may nevertheless
make these investments to the extent our advisor determines that it s advantageous to us due to the statc of the real estate
market or in order to diversify our investment portfolio. If we decide to make mongage, bridge or mezzanine loans or
acquire them, we ultimately may not have the expenise necessary 1o maximize the rewurn on investments in these 1ypes of
loans,

Our mortgage, bridge or mezzanine loans may be impacted by unfavorable real estate market conditians, which canld
decrease the value of those loans.
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If we make or invest in morigage, bridge or mezzanine loans, we wil. be at risk of defaults on those mortgage,
bridge or mezzanine loans caused by many conditions beyond our control, inclading Jocal and other economic conditions
affecting real estate values and interest rate levels. We do not know whether the values of the property securing the
mortgage, bridge or mezzanine loans will remain at the levels existing on the datzs of origination of the mongage, bridge or
mezzanine loans. If the values of the underlying properties drop, our risk will increase because of the lower value of the
securities associated with the loan.

Our mortgage, bridge or mezzanine loans will be subject to interest rate fluctuations, which could reduce our returns as
compared to market interest rates and reduce the value of the loans if we sell the loans.

If we invest in fixed-rate, long-term mortgage, bridge or mezzanine loans and interest rates rise, the mortgage,
bridge or mezzanine loans could yield a return lower than then-current market “ates. If interest rates decrease, we will be
adversely affected to the extent that mortgage, bridge or mezzanine loans are pripaid, because we may not be able to make
new loans at the previously higher interest rate. 1f we invest in variable-rate loans and interest rates decrease, our revenues
will also decrease. Finally, if we invest in variable-rate loans and interest rates increase, the value of the loans we own at
such time would decrease, which would lower the procecds we would receive .n the event we scli such assets. For these
reasons, if we invest in mortgage, bridge or mezzanine loans, our retums on those loans and the value of your investment
will be subject 1o fluctuation in interest rates.

We may experience delays in liguidating defauited mortgage, mezzanine or bridge loans, which could delay our ability to
pay cash distributions to our stockholders.

If there are defaults under our mortgage, bridge or mezzanine loans, we may not be able (o repossess and sell
quickly any properties serving such loans. The resulting time delay could 1educe the value of our investment in the
defaulted mortgage, bridge or mezzanine Joans. An action to foreclose on a property securing a mortgage loan is rcgulated
by state statutes and regulations and is subject to many of the delays and expenses of any lawsuits brought in connection
with the foreclosure if the defendant raises defenses or counterclaims. In the event of default by a morgagor, these
restrictions, among other things, may impede our ability to foreclose on or sell the morigaged property or to oblain
proceeds sufficient to repay all amounts due to us on the mortgage loan.

Returns on our mortgage, bridge or mezzanine loans may be limited by regularions,

The mortgage, bridge or mezzanine loans in which we invest o that we may make, may be subject 1o regulation
by federal, state and local zuthorities {or regulations by foreign jurisdictions) and subject to various laws and judicial and
administrative decisions. We may determine not to make mortgage, bridge or niezzanine loans in any jurisdiction in which
we believe we have not complied in all material respects with applicable requirements. If we decide not to make mongage,
bridge or mezzanine loans in scveral jurisdictions, it could reduce the amount of income we would otherwise receive.

Foreclosures create additional ownership risks that could adversely impact our returns on morigage investments.

If we acquire property by foreclosure following defaults under our morigage, bridge or mezzanine loans, we will
have the ecoromic and liability risks as the owner.

The liquidation of our assets may be delayed, which could delay distributions to our stockholders.

The mezzanine and bridge loans we may purchase will be patticularly :iliquid investments due 10 their short lives,
their unsuitability for securitization and the greater difficulty of recoupment in the event of a borrower’s default. If our
advisor determincs that it is in our best interest to make or invest in mortgage, bridge or mezzanine loans, any intended
liquidation of us may be defayed beyond the time of the sale of ail of our properties until all mortgage, bridge or mezzanine
loans expire or are sold, because we may enter into morigage, bridge or mezzanine loans with terms that expire after the
date we intend to have sold all of our properties.

Risks Associated with Section 1031 TIC Transactions

We may have increased exposure to liabilities from litigation as a result of our participation in Section 1031 TIC
fransactions.

Many of our acquisitions of TIC interests were or will be structured ro qualify for like-kind exchanpe treatment
under Section 1031 of the Code and we, through our affiliates, intend to continuc to enter into Section 1031 TIC
wransactions in the future. Section 1031 TIC Transactions are structured as the acquisition of real estate owned in co-
tenancy arrangements with parties seeking to defer taxes under Section 1031 of the Code, including single member limited

27




liability companies or similar entitics (“Behringer Harvard Exchange Entities™). We may provide accommodation in
support of or otherwise be involved in such Section 103t TIC Transactions. Specifically, at the closing of certain
properties acquired by a Behringer Harvard Exchange Entily, we may enter into a contractual arrangement with such entity
providing: (1) in the event that the Behringer Harvard Exchange Entity is unable 1o sell all of the co-tenancy interests in
that property to 1031 Panicipants, we will purchase, at the Behringer Harvard Exchange Entity’s cost, any co-tenancy
interests remaining unsold; (2) we will guarantee certain bridge loans associated with the purchase of the property in which
TIC interests are to be sold; or (3) we will provide security for the guarantee of such bridge loans. Although our
participation in Section 1031 TIC Transactions has certain benefits to our business, including enabling us to invest capital
more readily and over a more diversified portfolio and allowing us to acquire interests in properties that we would be
unable to acquire using our own capital resources, there are significant tax and securities disclosure risks associated with
the related offerings of co-tenancy interests to 1031 Participants. Changes in tax laws may negatively impact the tax
benefits of like-kind exchanges or cause these transactions not to achieve their intended value. In centain Section 1031 TIC
Transactions we could receive fees in connection with our provision of accommodation in supporn of the transaction and, as
such, even though we do not sponsor these Section 1031 TIC Transactions, we may be named in or otherwise required to
defend against any lawsuits brought by 1031 Panticipants because of our affiliation with sponsors of these transactions.
Furthermore, in the event that the Intemal Revenue Service conducts an audit of the purchasers of co-tenancy interests and
successfully challenges the qualification of the ransaction as a like-kind exchange, purchasers of co-tenancy interests may
file a lawsuit against the entity offering the co-tenancy imerests, its sponsors, or us. We may be involved in one or more
such offerings and could thereforc be named in or otherwise required to defend against lawsuits brought by 1031
Paniicipants, Any amounts we are required to expend defending claims will reduce the amount of funds available for
investment by us in properties or other investments and may reduce the amount of funds available for distribution to our
stockholders. In addition, disclosure of any litigation may adversely affect our ability to raise additional capital in the
future through the sale of stock.

We may have increased business and litigation risks as a result of any direct sales by us of TIC interests in Section 1031
TiC transactions.

We may directly sell TIC interests in our properties to 1031 Participants, which may expose us to significant tax
and securities disclosure risks. Changes in tax laws may negatively impact the tax benefits of like-kind exchanges or result
in these transactions not achieving their intended value. Furthermore, the Internal Revenue Service may determine thal the
sale of TIC interests is a “prohibited transaction™ under the Code, which would cause all of the gain we realize from the sale
10 be taxed with none of the gain available for distribution to our stockholders. The Internal Revenue Service also may
audit the purchasers of T1C interests and successfully challenge the qualification of the transaction as a like-kind exchange.
We also may be named in or otherwise required 1o defend against any lawsuits brought by stockholders or 1031
Participants in connection with Section 1031 TIC Transactions in which we directly sell TIC imerests. In addition, as a
seller of TIC interests, we would be required to comply with applicable federal and state securitics taws and to provide fair
and adequate disclosure 10 1031 Participants relating to the respective Section 1031 TIC Transaction. Any alleged fatlure
by us to comply with these requirements could expose us to risks of litigation. Any amounts we are required to expend
defending claims brought against us will reduce the amount of funds available for investment by us in propetties or other
investments and may reduce the amount of funds available for distribution to our stockholders. In addition, disclosure of
any such litigation may adversely affect our ability 10 raise additional capital in the future through the sale of stock.

We are subject to certain risks in connection with our arrangements with Behringer Harvard Exchange Entities.

We anticipate that, in connection with most of our propenty acquisitions, we currently or subsequently may
become TIC owners of properties in which Behringer Harvard Exchange Entities subsequently sell TIC interests to 1031
Participants. At the closing of certain properties acquired by a Behringer Harvard Exchange Entity, we may enter into a
contractual arrangement with such entity providing that (1) in the event that the Behringer Harvard Exchange Entity is
unable to sell all of the co-tenancy interests in that property to 1031 Participants, we will purchase, at the Behringer
Harvard Exchange Entity's cost, any co-tenancy interests remaining unsold; (2) we will guarantee certain bridge loans
associated with the purchase of the property in which TIC interests are to be sold; or (3) we will provide security for the
guarantee of such bridge loans. Accordingly, in the event that a Behringer Harvard Exchange Entity is unable to sell all co-
tenancy interests in one or more of its properties, we may be required to purchase the unsold co-tenancy interests in such
property or properties. In any event, as an owner of TIC interests in properties, we will be subject to the risks that
ownership of co-tenancy interests with unrelated third panies entails. Furthermore, to the extent we guarantee certain
bridge loans associated with TIC transactions, we, as well as the co-tenants, will become liable for the lender’s customary
carve-outs under the applicablc mortgage loan financing documents, including but not limited to fraud or intentional
misrepresentation by a co-lenant or a guarantor of the loan, physical waste of the property, misapplication or
misappropriation of insurance proceeds, and failure to pay taxes,
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We have acquired certain properties in the form of TIC or other co-tenancy arrangements and we may enter info more
such arrangements in the future. Therefore, we are subject to risks associated with co-tenancy arrangements that
otherwise may not be present in non-co-tenancy real estate investments.

We have entered into TIC or other co-tenancy arrangements to acquir.: certain properties. Whether acquired as a
planned co-tenancy or as the result of an accommodation or other armangement disclosed above, ownership of co-tenancy
interests involves risks generally not otherwise present with an investment in real estate including:

e the risk that a co-tcnant may at any time have econromic or busines:. interests or goals that are or that become
inconsistent with our business interests or goals;

e  the risk that a co-tenant may be in a position to take action contrary 10 our instructions or requests o contrary to
our policies or objectives;

 the possibility that an individual co-tenant might become insolvent or bankrupt, or otherwise default under the
applicable mortgage loan financing documents, which may constitute an cvent of default under all of the
applicable mortgage loan financing documents or allow the bankruptcy court to reject the tenanis-in-common
agreement or management agreement entered into by the co-tenants owning interests in the property;

e the possibility that a co-tenant might not have adequate liquid assets 10 make cash advances that may be required
in order 1o fund operations, maintenance and other expenses related o the property, which could result in the loss
of a current or prospective tenants and may otherwise adversely affect the operation and maintcnance of the
property, and could cause a default under the mortgage loan financing documents applicable to the property and
may result in late charges, penalties and interest, and may lead to the exercise of foreclosure and other remedies by

the lender;

e the risk that a co-tenant could breach agreements related to the proerty, which may causc a default under, or
result in personal liability for, the applicable morigage loan financing documents, violate applicable securitics law
and otherwise adversely affect the property and the co-lenancy arrangement, or

o the risk that a default by any co-tenant would constitute 2 default under the applicable mortgage loan financing
documents that could result in a foreclosure and the loss of all or a stibstantial portion of the investment made by

the co-tenants.

Our interests may become adverse to those of a co-tenant.

Our interests may become adverse to those of the other co-tenants in a Section 1031 TIC Transaction. In certain
cases we may not have the contractual right to purchase the co-tenancy imerests from the other co-lenants or we may nol
have sufficient funds available to purchase the co-tenancy interests from the 1031 Participants even if we have the right.

In addition, we may desire to sell our co-lenancy interests in a given property at a time when the other co-tenants
do not desire 1o sell their interesis. Therefore, we may not be able to sell our interest in a property at the time we would like
to sell. Finally, we believe that it will be much more difficult to find a willing buyer for our co-tenancy interesis in a
property than it would be to find a buyer for a property we owned outright.

Our participation in Section 1931 TIC Transactions may limit our ability 10 borrow funds in the future, which could
adversely affect the value of our investments.

We may enter into Section 1031 TIC Transaction agreements that contain obligations to acquire unsold co-ienancy
interests in properties. These agreements may be viewed by institutional lendes as a contingent liability against our cash or
other assets, which may limit our ability to borrow funds in the future. Furthcrmore, these obligations may be viewed by
our lenders in a fashion that limits our ability 1o borrow funds based on regulatory restrictions on lenders limiting the
amount of loans they can make to any one borrower.

Federal Income Tax Risks
Failure to qualify as a REIT would adversely affect our operations and our ability tv make distributions.

We elected 10 be taxed as a REIT commencing with our 2004 tax year. As a result, for the 2003 tax year, we were
taxed as a corporation. However, we were not required to pay any income laxes because we did not have any laxable
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income for the period. In order for us to remain qualified as a REIT, we must satisfy tertain requirements set forth in the
Code and Treasury Regulations and various factual matters and circumstances that are nol entirely within our control. We
intend 1o structure our activities in a manner designed to satisfy all of these requirements. However, if certain of our
operations were 10 be recharacterized by the Internal Revenue Service, such recharacterization could jeopardize our ability
to satisfy all of the requirements for qualification as a REIT and may affect our ability to qualify, or continue to qualify as a
REIT. In addition, new legislation, new regulations, administrative interpretations or court decisions could significantly
change the tax laws with respect to qualifying as a REIT or the federal income tax consequences of qualifying.

Qur qualification as a REIT depends upon our ability to meet, through investments, actual operating results,
distributions and satisfaction of specific siockholder rules, the various tests imposed by the Code. We cannot assure you
that we will satisfy the REIT requirements in the future.

If we fail to qualify as a REIT for any taxable year, we will be subject to federalf income tax for that year on our
taxable income at corporate rates. In addition, we would generally be disqualified from treatment as a REIT for the four
taxable years following the year of losing our REIT status. Losing our REIT status would reduce our net eamings available
for investment or distribution 1o stockholders because of the additional tax tiability. In addition, distributions to
stockholders would no longer qualify for the distributions paid deduction, and we would no longer be required 1o make
distributions. If this occurs, we might be required 1o borrow funds or liquidate some investments in order to pay the
applicable tax. Our failure to qualify as a REIT would have a material adverse effect on our ability to pay distributions to
our stockholders.

Failure to maintain an acquired entity’s REIT status may cause us to lose our REIT status.

We may, from time to time, acquire entities that own real estate including other entities that have elected to be
taxed as a REIT. In this latter case, if we decide to maintain the entity's status as a REIT at the time we acquire it, but |ater
fait to maintain or operate the entity in accordance with the various rules governing REIT status, the entity would likely
lose its status as a REIT. Failure to maintain the acquired entity’s status as a REIT would also likely cause us to lose our
status as a REIT, all of which could have a material adverse efTect on our business, results of operations, financial condition
and the ability o pay distributions to our stockholders,

Certain fees paid 1o us may affect our REIT status.

Income received in the nature of rental subsidies or rent guarantees, in some cases, may nol qualify as rental
income and could be characterized by the Intemal Revenue Service as non-qualifying income for purposes of satisfying the
*“Income tests™ required for REIT qualification. In addition, in connection with any Section 103} TIC Transactions, we or
one of the affiliates of Behringer Advisors typically enters into a number of contractual arrangements with Behringer
Harvard Exchange Entities that puarantee or effectively guarantee the sale of the co-tenancy interests being offered by any
Behringer Harvard Exchange Entity. In consideration for entering into these agreements, we are paid fees that could be
characterized by the Internal Revenue Service as non-qualifying income. [f any of our income were, in fact, treated as non-
qualifying, and if the aggregate of such non-qualifying income in any taxable year ever exceeded 5% of our gross revenues
for such year, we could lose our REIT status for that taxable year and the four taxable years following the year of losing our
tax statws. We use reasonable efforts (o structure our activities in a manner intended to satisfy the requiremenis for our
continued gualification as a REIT. Qur failure to qualify as a REIT would adversely affect the return on your investment,

Recharacterization of the Section 1031 TIC Transactivns may result in taxation of income from a prohibited
fransaction, which would diminish distributions to our stockholders.

In the event that the Internal Revenue Service were to recharacterize the Section 1031 TIC Transactions such that
we, rather than the Behringer Harvard Exchange Entity, would be treated as the bona fide owner, for tax purposes, of
properties acquired and resold by the Behringer Harvard Exchange Entity in connection with the Section 1031 TIC
Transactions, fees paid 10 us by the Behringer Harvard Exchange Entity would be deemed income (rom a prohibited
transaction, in which event the fee income paid to us in connection with the Section 1031 TIC Transactions would be
subject to the 100% penalty 1ax, which would have a material adverse effect on our business, resulls of operations, financial
condition and the ability (o pay distributions 1o our stockholders.

You may have current tax liability on distributions you elect to reinvest in our commaon stock.
If you participate in our distribution reinvestment plan, you will be deemed to have received, and for income tax

purposes will be taxed on, the amount reinvested in shares of our common stack to the extent the amount reinvested was
not a tax-free retumn of capital. In addition, you will be treated for tax purposes as having reccived an additional

30




distribution to the extent the shares are purchased at a discount to fair market value. As a result, unless you are a tax-
exempt entity, you may have to use funds from other sources to pay your tax liatility on the value of the shares of common
stock received.

If our operating partnership fails to maintain its status as a partnership, its income may be subject to tax at corporate
rates.

We intend 10 maintain the status of the operating partnership as a pattnership for federal income 1ax purposes.
However, if the Internal Revenue Service were to successfully challenge the: status of the operating parinership as a
partnership, it would be taxable as a corporation, reducing the amount of distrit utions thai the operating parinership could
make to us. This could also result in our Josing REIT status, which would sub ect us to a corporate Jevel tax on our own
income, substantially reducing our cash available 10 make distributions to our stockholders. In addition, if any of the
partnerships or limited liability companies through which the operating partnership owns its properties, in whole or in part,
loses its characterization as a partnership for federal income tax purposes, the entity would be subject to 1ax as a
corporation, thereby reducing distributions to the operating partnership. Recharacterization of an underlying property
owner also could threaten our ability to maintain REIT status.

In certain circumstances, we may be subject to federal and state taxes on income as a REIT, which would reduce our
cash available for distribution to our stockholders,

Even if we maintain our status as 8 REIT, we may become subject to fideral income taxes and related state taxes.
For example, if we have net income from a “prohibited transaction,” the income will be subject to the 100% penalty tax.
We may not be able to make sufficient distributions to avoid excise taxes applicable 10 REITs. Wc also may decide to
retain income we earn from the sale or other disposition of our property and pay income tax directly on the income. In that
event, our stockholders would be treated as if they eamed that income and paid the tax on it directly. We also may be
subject to state and local 1axes on our income or property, cither directly or at th: level of the operating partnership or at the
level of the other companies through which we indirectly own our assets. Any federal or state taxcs paid by us will reduce
our cash available {or distribution to our stockholders.

Non-U.S, income or other taxes, and a requirement to withhold any non-U.S. taxes, may apply, and, if so, the amount of
net cash from operations payable to you will be reduced,

From time to time, we may acquire real property located outside the U.S. and may invest in stock or other
securities of entities owning real property located outside the U.S. As a result, we may be subject to forcign (i.e., non-U.8.)
income taxes, stamp laxes, rcal property conveyance taxes, withholding 1axes, and other foreign taxes or similar
impositions in connection with our ownership of foreign real property or foreign securities. The country in which the real
property is located may impose these taxes regardless of whether we are profitable and in addition to any U.S. income lax
or other U.S. taxes imposed on profits from our investments in any such real property or securities. If a foreign country
imposes income faxes on profits from our investment in foreign real property or foreign securities, you will not be eligible
to claim a tax credit on your U.S. federal income tax returns to offset the income taxes paid to the foreign country, and the
imposition of any foreign taxes in connection with our ownership and operation of foreign real property or our investment
in securities of foreign cntities will reduce the amounts distributable to you. Similarly, the imposition of withholding 1axes
by a foreign country will reduce the amounts distributable to you. We cxpect the organizational costs associated with non-
U.S. investments, including costs to structure the investments so as to minimiz: the impact of foreign taxes, will be higher
than those associated with U.S. investments. Morcover, we may be required to file income tax or other information returns
in foreign jurisdictions as a result of our investments made outside of the US. Any organizational costs and reporting
requirements will increase our administrative expenses and reduce the amount of cash available for distribution 1o you.
You are urged to consult with your own tax advisors with respect to the impact of applicable non-U.S. taxes and tax
withholding requirements on an investment in our common stock.

Legisiative or regulatory action could adversely affect investors.

In recent years, numerous legislative, judicial and administrative changes have been made in the federnl income
tax laws applicable to investments similar to an invesiment in shares of our common stock. Additional changes to the tax
laws are likely to continue to occur, and we cannot assure you that any of these changes will not adversely affect the
taxation of a stockholder. Any such changes could have an adverse cffect on ar investment in sharcs or on the market value
or the resale potential of our assets. You are urged to consult with your own ta;: advisor with respect to the impact of recent
legislation on your investment in our shares and the status of legislative, regulatory or administrative developments and
proposals and their potential effect on an investment in our shares.
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Cangress passed major federal tax legislation in 2003, with modifications to that legislation in 2005. One of the
changes cffected by that legislation generally reduced the tax rate on dividends paid by corporations to individuals to a
maximum of 15% prior to 2011. REIT distributions generally do not qualify for this reduced rate. The tax changes did not,
however, reduce the corporate tax rates. Therefore, the maximum corporate tax rate of 35% has not been affected.
However, as a REIT, we gencrally would not be subject 1o federal or siaie corporate income taxes on that portion of our
ordinary income or capital gain that we distribute currently 1o our stockholders, and we thus expect to avoid the “double
taxation™ that other corporations typically are subject to.

Although REITs continug 1o receive substantially better 1ax treatment than entities taxed as corporations, it is
possible that future legislation would result in fewer tax advantages, and it could become more advantageous for a company
that invests in real estate to elect o be taxed for federal income tax purposes as a corporation. As a result, our charter
provides our board of directors with the power, under certain circumstances, to revoke or otherwise terminate our REIT
clection and cause us to be taxed as a corporation, without the vote of our stockholders. Our board of directers has
fiduciary duties 1o us and our stockholders and could only cause such changes in our tax treatment if it determines in good
faith that such changes are in the best interest of our stockholders.

We have acquired scveral of our properties by means of 1031 TIC Transuctions. Changes in tax laws may result in
Section 1031 TIC Transactions being no longer available, which may adversely affect Section 1031 TIC Transactions or
cause such transactions nol to achieve their intended value. Any changes in tax laws that result in Section 1031
Transactions being no longer availuble may have a negative impact on our investment strategy.

Equity participation in morigage, bridge, mezzanine or other loans may result in taxable income and gains from these
properties that could adversely impact our REIT status.

If we participate under a mortgage loan in any appreciation of the propertics securing the mortgage loan or its cash
flow and the Internal Revenue Service characterizes this participation as “equity,” we might have to recognize income,
gains and other items from the property for federal income tax purposes. This could affect our ability to continue to qualify
as a REIT.

Item 1B. Unresolved Stalf Comments,
None.

Htem 2. Properties.

General

As of Dccember 31, 2007, we owned interests in 75 office properties located in 23 states and the District of
Columbia. All of these properties consist of developed institutional quality office buildings with office space that is
currently teased to tenants. In the aggregate, these properties represent approximately 25.2 million rentable square feet. As
of December 31, 2007, the properties in which we own an interest were approximately 92.5% leased on a weighted average
basis.
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The following table presents certain additional information about the 68 properties we consolidated at

December 31, 2007:

Appioxmale
Date Rentable Fncumbrances Approxrate

Propeny Name Location acquired Squarc Footage  (in milions) (1) % leased
9100 Mincrol Circle (Cyprus Building) Englewood, CO 1217/04 153,000 $ - 100%
Ashford Perimeter Atlanta, GA 01/06/05 288,000 350 82%
2383 Utah El Segundo, CA 04/21/05 150,000 200 8%
Lawson Commons St. Paul, MN 06/10/05 436,000 583 10075
Downitown Plaza Long Beach, CA 06/14/05 100,000 126 100°%
Gateway 12 Diamond Bar, CA 07/20/05 41.000 707 (2) 100%
Gateway 22 Diamond Bar, CA 07/20/05 55.000 - 1%
Cateway 23 Diamond Bar, CA 07720105 72,000 . 0%
Southwest Center Tigard, OR 07/20/05 88,000 - 98%
17655 Waterview Richardson, TX 07120105 230,000 - 100%
Buena Vista Plaza Burbank, CA 012805 115,000 220 100%
One Financial Plaza Minneapolis, MN 08/02/05 394,000 430 80%
Riverview Tower Knoxville, TN 10705105 334,000 303 %%
1325 G Strect Washington, D.C, 11715103 307,000 100.0 97%
Woodcrest Corporate Center Chemy Hill, N} 01/11/06 333,000 50.4 99%
Bumett Plaza Ft Worth, TX 02/10/06 1,025,000 1142 9%
AMEC Parugon 1 & I} Houston, TX 03/14/06 227,000 163 100%
Paces Wesl Atlanta, GA 04/19/06 646,000 84.0 82%
222 South Riverside Plam Chicago, IL D6/02/06 1,184,000 2020 95%
The Termace Office Park Austin, TX 06/21/06 619,000 131.0 921%
600 & 619 Alexander Princeton, NJ 06/28/06 97,000 16.5 21%
Crandview 1 Bimmingham, AL 10/20/06 149,000 17.0 92%
Bank of America Plaza-Charlotte Charlotic, NC 10/26/06 £87.000 150.0 99°%
Three Parkway Philadelphia, PA 10/30/06 561,000 67.1 92%
4440 El Camino Real Los Alies, CA 11/02/06 97,000 274 100%
Fifth Third Center-Cleveland Cleveland, OH 11716/06 508,000 493 87%
Resurgens Plaza Allanta, GA £H1/30/06 400,000 820 93%
S & 15 Wayside Burtingion, MA 12/08/06 270,000 - 100%
One & Two Eldridge Place Houston, TX 12/13/06 519,000 750 4%
250 West Pratt Baltimore, MD 1217104-12/31/06 368,000 36.5 %%
Centrepon Office Center Ft Worth, TX 06/14/07 133,000 - X%
200 South Wacker Chicago, IL 101407 755,000 95.5 86%
One Financial Place Chicago, IL 1170107 1,036,000 188.6 92%
10 & 120 South Riverside Chicago, IL 1101107 1,411,000 2250 94%
111 Woodcrest Chemy Hill, NJ 11420007 53,000 - 75%
1650 Arch Street Philadelphia, PA 121207 553,000 44.0 9%
United Plaza Philadelphia, PA 1211207 617,000 67.3 98%
11 Stanwix Street Pittsburg, PA 1211207 428,000 286 15%
One Oxoor Place Louisville, KY 12112/07 135,000 101.2 (3} %
Hurstbourne Place Louisville, KY 12/12/07 235,000 - 80%
Hurstboumc Park Louisville, KY 1212407 104,000 - 91%
Hurstbourne Plaz Louisville, KY 12/12/07 94,000 - 55%
Forum Office Park Louisville, KY 12/12/07 328,000 - 82%
Lakeview Louisville, KY 12/12/07 76,000 - 88%
Steeplechase Place Louisville, KY 12A12/07 77,000 - e
Hunnington Louisville, KY 12/12/07 62,000 - 80%%
City Hall P Manchester, NH 121207 210,000 - ™%
One & Two Chestaut Place Worcester, MA 1212/07 218,000 - 8%
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Approxmate

Date Rentable Encumbrances Approxdmate

Property Name Location acquired Square Footage  (in millions) (1) % leased

Executive Park Louisville, KY 121207 109,000 57 81%

Energy Centre New Orleans, LA 1212007 757,000 511 94%

Bank of America Plaza-Las Vegas Las Vegas, NV 12/12/07 256,000 50.0 98%

KeyBank Center Clevelond. OH 12112107 478,000 281 84%

One Edgewater Plaza Staten Island, NY 1212407 252,000 3.1 (4) %%

Tice Building Woodcliff Lake, NJ 121207 120,000 - 8%

222 Bloomngdale Road While Plains, NY 1211207 140,000 10.5 85%

Fifth Third Center - Columbus Cotumbus, OH 1212/07 331,000 52.5 88%

City Center St. Petersburg, FL 1212707 242,000 163 92%

5104 Eisenhower Boulevard Tampa, FL 1212407 130,000 19.6 100%

Royal Caribbean Center Miramar, FL 1211207 129,000 292 (5 100%

DeVry University Miramar, FL 1212407 94,000 - 100%

Crescent Center Memphis, TN 12/12/07 336,000 430 97%

Plaza at MetroCenter Nashville, TN 121207 361,000 250 95%

Loop Central Houston, TX 1241207 575,000 46.0 9%

Epic Center Wichita, KS 12412407 289,000 157 (6) 88%

One Briitany Place Wichita, KS 12/12/07 58,000 - 9%

Two Bnittany Place Wichita, KS 12/12/07 58,000 - 6%

80} Thompson Rockville, MD 1212407 51,000 11.0 100%

500 East Praut Baltimore, MD 121207 280,000 58.8 98%

22224000 S 2,759.4

(N Encumbrances exclude unamortized premiums and discounts of approximately $0.6 million,

2) Gateway 12, Gateway 22, Gateway 23, Southwest Center and 17655 Waterview are each held as collateral for this
note payable.

(3) Oxmoor Place, Hurstborne Place, Hurstborne Park, Hurstborne Plaza, Forum Office Park, Lakeview, Steeplechase
Place, Hunnington, City Hall Plaza and One & Two Chestout Place are cach held as collateral for this note
payable.

4) One Edgewater Plaza and the Tice Building are each held as collateral for this note payable.

(5) Royal Canibbean Center and DeVry University are each held as collateral for this note payable.

(6) Epic Center, One Brittany Place and Two Brittany Place are each held as collateral for this note payable.

The following able presents certain additional information about the seven properties in which wc own interests and
account for under the equity method of accounting at December 31, 2007:

Approxanie O

Dite Retable  Enambrawes™ Approsinete  ownership
Property Nae Location aoquired Square Footwye  (inmillions) Yoleased Irrerest
Minncso Certer Rioomington, MN 101503 27600 § 265 % NB0M%
Endave onthe Lake Houston, TX V124 171,000 69 0% 3631%
St. Louis Place St Louis, MO 063004 337,000 68 W  IBN%
Colorado Busilding Wishinglen, DC 100 122,000 26.7 %%  BA%
Travis Tower Houston, TX 10:01/04 507,000 218 M% Q4%
Al Pl Dernver, (O @205 191,000 0.7 %% 339%
Waraner Bulding Philackiphia, PA 121207 1,390,000 4.1 9% 0%

2004000 § 1485

(1)This amount represents our notes payable for our ownership interest only.
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The following information generally applies to all of our properties:
* we believe all of our properties are adequately covered by insurance an{ suitable for their intended purposes;

e we have no plans for any material renovations, improvements or development of our propertics, excepl in
accordance with planned budgets;

* our propertics are located in markets where we are subject 1o compelition in attracting new tenants and retaining
current tenants; and

» depreciation is provided on a straight-line basis over the estimated usef.) lives of the buildings.
Future Lease Payments Table

The following table presents future minimum basc rental payments due to us over the next ten years at the
properties we consolidate as of December 31, 2007 (in thousands):

2008 $ 384,525

2009 352,985
2010 319,635
2011 266,765
2012 225,559
2013 187,248
2014 156,833
2015 122,988
2016 94,079
2017 71,795

ltem 3. Legal Proceedings.
We are not panty to, and none of our properties are subject to, any material pending legal proceedings.
Item 4. Submission of Matters to a Vote of Security Holders.

No matters were subrnitted to a vote of security holders during the founh quarter of 2007.
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PART I

ltem §. Market for Registrant’s Commaon Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities.

Market Information

There is no established public trading market for our common stock. Therefore, there is a risk that a stockholder
may not be able to sell our stock at a time or price acceptable to the stockholder. Pursuant to the Current Offering, we are
selling shares of our common stock to the public at a price of $10.00 per share and at $9.50 per share pursuant 10 our
distribution reinvestment plan. Uniess and until our shares are listed on a national securities exchange, it is not expected
that a public market for the shares will develop.

In arder for Financial Industry Regulatory Authority ("FINRA™) members and their associated persons 10
panticipate in the offering and sale of shares of common stock pursuant 10 our Current Offering, we are required pursuant 1o
NASD Rule 2710(f)(2}{M) to disclose in each annual repont distributed to stackholders a per share estimated value of the
shares, the method by which it was developed and the date of the data used to develop the estimated value. [n addition, we
prepare annual statements of estimated share values to assist fiduciaries of retirement plans subject to the annual reponting
requirements of ERISA in the preparation of their reports relating (o an investment in our shares, During our Offerings and
for the first three full fiscal years following the termination of the last public equity offering of shares of our common
stock; the value of the shares is deemed to be the offering price of $10.00 per share (without regard to purchase price
discounts for certain categories of purchasers), as adjusted for any special distribution of net sales proceeds. There is no
public trading market for the shares at this time, and there can be no assurance that stockholders would receive $10.00 per
share if such a market did exist and they sold their shares or that they will be able 10 receive such amount for their shares in
the future. Nor does this deemed value reflect the distributions that stockholders would be entitled to receive if our
properties were sold and the sale proceeds were distributed upon liquidation of our company. Such a distribution upon
liquidation may be less than $10.00 per share primarily due 1o the fact that the funds initially available for invesiment in
properties were reduced from the gross offering proceeds in order 1o pay selling commissions and dealer manager fees,
organization and offering expenses, and acquisitions and advisory fees.

We view our offering stage as complete upon the termination of our first public equity offering that is not followed
by another public equity offering. For purposes of this definition, we do not consider a "public equity offering” to include
offerings on behalf of seliing stockholders or offerings related to a distribution reinvestment plan, employee benefit plan or
the redemption of interests in our operating partnership, Behringer OP.

Holders

As of March 14, 2008, we had approximately 215,021,000 shares of common stock outstanding held by a total of
approximately 50,560 stockholders.

Distributions

We made an election to qualify as a REIT for federal income tax purposes commencing with our taxable year
ending December 31, 2004, As a REIT, we are required 1o distribute at least 90% of our REIT taxable income 1o our
stockholders annually. Our board declares cash distributions on a quarterly basis, portions of which are paid on a monthly
basis. Monthly cash distributions are paid based on daily record and distribution declaration dates so our investors will be
entitled to be paid distmbutions beginning on the day that they are admitted as stockholders. In both 2007 and 2006,
approximately $0.3 million of distributions were declared and paid related to Behringer OP limited partnership enits which
are recorded as a reduction to minority interest. All other distributions are recorded to stockholders equity. Until proceeds
from our Offerings are invesied and generating operating cash flow sufficient to make distributions 1o stockholders, we
have and may continue 10 pay all or a portion of our distributions from the proceeds of the Offerings or from borrowings in
anticipation of future cash flow. Of 1he amounts distributed by us in 2007, approximately 82.5% represented a return of
capital and 17.5% were distributions from the taxable earnings of real estate operations. [n fisca) years 2007 and 2006, we
made cash distributions aggregating approximately $111.0 million and $60.1 million, respectively. to our stockholders. Of
these amounts, approximately $19.4 million and $13.9 million, in fiscal years 2007 and 2006, respectively, was paid using
cash generated from our operations. The remaining amounis were paid from sources other than operating cash flow, such
as offering proceeds, cash advanced to us by, or reimbursements for expenses or waiver of lees from, our advisor and
proceeds from loans including those secured by our assets.

Since August 2007, the declared distribution rate has been equal to a daily amount of $.0017260 per share of
common stock, which is equivalent to an annual distribution rate of 6.3% assuming the share was purchased for $10.00,
This change from a historical 7% distribution rate to a 6.3% distribution rate resulted from our board’s continued review
and analysis of the competitive landscape impacting buyers of commercial real estate. Our board of directors will continue
to evaluate our distribution levels on at least a quarterly basis.
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The following table shows the distributions declared and paid for the fiscal years ended December 31, 2007 and
2006 (in thousands);

Distributions Distributions
Declared Paid

2007
41h Quarter $ 31,982 5 31,067
Ird Quarer 3,022 31,192
2nd Quarter 28,788 27,028
st Quarter 22918 _ 21,669
Total $ 114810 =B 110,956

2006
4th Quaner $ 19,726 B 18,328
3rd Quaner 16,690 15,939
2nd Quaner 14,339 13,873
151 Quarter 12,46} _ 11,959
Total 3 63,216 _3 60,099

Recent Sales of Unregistered Securities

We sold 1,000 shares of our convertible stock to Behringer Advisors for $1,000 on March 22, 2006. Pursuant 1o
its terms, the conventible stock is convertible into shares of our common stock with a value equal to 15% of the amount by
which (1) our enterprise value, including the total amount of distributions paid to our stockholders, exceeds (2) the sum of
the apgregate capital invested by stockholders plus a 9% cumulative, non-compounded, annual return on such capital.
These shares were not registered under the Securities Act of 1933, as amended, and were issued in reliance on Rule 4(2) of
the Securities Act.

Securities Authorized for Issuance under Equity Compensation Plans

The following table provides information regarding our equity compenzation plans as of December 31, 2007:

Number of securities to be Weighted-averagu Number of securities remaining
issued upon exercise of exercise price of available for future issuance
outstanding options, outstanding options, under equily compensation
Plan Catepory warrants and rights warrants and rights plans
Equity compensation
plans approved by
securily holders 55,500 $0.13 11,944 500*
Equity compensation
plans not approved by
security holders N/A NIA N/A
Total 55,500 $u.13 11,944,500*

* All shares authorized for issuance pursuant to awards not yet granted under our 2005 Incentive Award Plan,

Share Redemption Program

Our board of directors has authorized a share redemption program for investors who hold their shares for more
than one year. The purchase prices for redeemed shares are set forth in the prospectus for our Current Offering of common
stock, as supplemented from time 10 time. Qur board of directors reserves the right in its sole discretion al any time, and
from time 10 time, to (1) waive the one-year holding period in the cvent of the Jeath, disability or need for long-term care,
other exigent circumstances such as bankruptcy, a mandatory distribution requirement under a stockholder's IRA or with
respect to shares purchased under or through our DRIP or automatic purchase vlan, (2) reject any request for redemption,
(3) change the purchase price for redemptions, or (4) terminate, suspend or amend the share redemption program. Under
the terms of the plan, during any calendar year, we will not redeem in excess of 5% of the weighted average number of
shares outstanding during the prior calendar year. In addition, our board of directors will determine whether we have
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sufficient cash from operations to repurchase shares, and such purchases will generally be limited to proceeds of our DRIP

plus 1% of operating cash flow for the previous fiscal year.  During the guarter ended December 31, 2007, we redeemed
shares as follows:

Total Number of Maximum

Shares Purchased Number of Shares

Total Average as Pant of Publicly that May Yet Be

Number of Price Paid Announced Plans Purchased Under

Shares Redeemed per Share or Programs the Plans or Programs

October 2007 - $ - - wm
November 2007 703,889 3 8.84 703,889 (n
Decenmber 2007 - 3 - - m

(1) A description of the maxitnum number of shares that may be purchased under our redemption program is
included in the narrative preceding this table.

Item 6. Selected Financial Data,

At December 31, 2007, we owned interests in 75 propenies; at December 31, 2006 we owned interests in 36
propenties; at December 31, 2005, we owned interests in 21 properties; at December 31, 2004, we owned interests in seven
propertics; and at December 31, 2003, we owned an interest in one property. Accordingly, the selected financial data for
each fiscal year presented below reflects significant increases in all categories. The following data should be read in
conjunction with our audited consolidated financial statements and the notes thereto and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” appearing clsewhere in this Annual Report on Form 10-K. The
selected financial data presented below has been derived from our audited consolidated financial statements (in thousands,
except per share amounis).

As of Docermber 31 2007 2006 2005 2004 2003

Total essets § 5172127 S 2694972 § 900582 § 198888 S 11,685
Notes payable § 3098143 5 1609702 § 353555 § 82354 § 4,333
Other liabilities 450,338 167,756 26224 6,613 281
Minority imerest 18,049 3,072 3375 - -

Stockholders' equity 1,505,597 914,442 517,428 109,92 7,071
Total liabilities and stockholders’ equity $ SITL127 5 2604972 $§ 900582 § 198888 § 11685
Year ended Decerrber 31, 2007 2006 2005 2004 2003

Rental revenue $ 34221 5§ 161,306 $ 31,057 § 130 $ .
Net loss $  (a1631) §  (2432) $ 572) $ (1,539 § (289)
Basic and diluted loss per share $ (024 ©25) $ 15 § 026 $ (1.84)
Disiributions deciared per share @ $ 067 § 070 § 067 § 064 S 0.58

(1) Minority interest reflccts the minority interests related to certain of our real estate properties and includes 432,586 units
of limited partnership interests in Behringer OP.

(2) Basic and diluted loss per share and distributions declared per share for each period presented reflects the effect of the
10% stock dividend issued October 1, 2005.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion and analysis should be read in conjunction with the accompanying consolidated financial
statements and the notes thereto.

Critical Accounting Policies and Estimates

Management’s discussion and analysis of financial condition and results of operations arc based upon our
consolidated financial statements, which have been prepared in accordance with accounting principles generally accepied in
the United Staies of America (“GAAP™.) The preparation of these financia) stitements requires our management to make
estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses, and related
disclosure of contingent assets and liabilities. On a regular basis, we evaluate these estimates, including investment
impairment. Thesc estimates are based on management’s historical industry experience and on various other assumptions
that are believed (o be reasonable under the circumstances. Actual results may differ from these estimates.

Principles of Conselidation and Basis of Presentation

Our consolidated financial statements include our accounts, the accounts of variable interest entities (“VIEs™) in
which we arc the primary beneficiary and the accounts of other subsidiarie: over which we have control.  All inter-
company transactions, balances and profits have been eliminated in consolidation. Interests in entities acquired are
evaluated for consolidation based on Financial Accounting Standards Board Interpretation (“FINT) 46R, which requires the
consolidation of VIEs in which we are deemed to be the primary beneficiary, If the interest in the entity is determined not
to be a VIE under FIN 46R, then the entity is evaluated for consotidation undec the American Institute of Certified Public
Accountants” (*AICPA™) Statement of Position (“SOP™) 78-9, “Accounting for Investments in Real Estate Ventures,” as
amended by Emerging Issues Task Force (“EITF™) 04-5, “Determining Whethe: a General Partner, or the General Panners
as a Group, Controls a Limited Partnership or Similac Entity When the Limited Partners Have Certain Rights.”

There are judgments and estimates involved in determining if an entity in which we have made an investment is a
VIE and if so, if we are the primary beneficiary. The entity is evaluated to determine if it is a VIE by, among other things,
calculating the percentage of equity being risked compared 10 the total equity of the entity. FIN 46R provides some
guidelines as to what the minimum equity at risk should be, but the percentage can vary depending upon the industry and/or
the type of operations of the entity and it is up to management to determine that minimum percentage as it relates to our
business and the facts surrounding each of our acquisitions. In addition, even if the entity’s equity at risk 1s a very low
percentage, we are required by FIN 46R to cvaluate the equity al risk compared to the entity’s expected future losses to
determine if there could still in fact be sufficient equity at the emtity. Determining expected future losses involves
assumptions of various possibilities of the results of futurc operations of the entity, assigning a probability to each
possibility and using a discount rate to determine the nct present value of those future losses. A change in the judgments,
assumptions and estimates outlined above could result in consolidating an entity that should not be consolidated or
accounting for an investment on the equity method that should in fact be consolidated, the effects of which could be
material 10 our the financial statements.

Real Estate

Upon the acquisition of real estate properties, we allocate the purchase price of those properties' to the tangible
assets acquired, consisting of land, inclusive of associated rights, and buildings, any assumed debt, identified intangible
assels and asset retirement obligations based on their relative fair values in accordance with Statement of Financial
Accounting Standards ("SFAS”) No. 142, “Goodwill and Other Intangible Assets.” Identified intangiblc assets consist of
the fair value of above-market and below-market lcases, in-place leases, in-place tenant improvements and tenant
relationships.

Upon the completion of a business combination, we record the tangible assets acquired, consisting of land and
buildings, any assumed debt, identified intangible assets and asset retirement obligations based on their fair values in
accordance with SFAS No. 141, “Business Combinations.” identified intangible assets consist of the fair value of above-
market and below-market leases, in-place lcases, in-place tenant improvements and tenant relationships. Any amount paid
in excess of the fair value of the assets and liabilities acquired is recorded a: goodwill. If the value of the assets and
liabilitics cxceed the total purchase price, then the resulting negative goodwill is allocated to the tangible assets acquired.

Initial valuations are subject to change until our information is finalized, which is no later than twelve months
from the acquisition dale.

We determine the fair value of assumed debt by calculating the ner present valuc of the scheduled mortgage
payments using interest rates for debt with similar terms and remaining maturities that management believes we could
obtain. Any differcnce between the fair value and stated value of the assumed debt is recorded as a discount or premium
and amortized over the remaining life of the loan.
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The fair value of the tangible assets acquired, consisting of land and buildings, is determined by valuing the
property as if it were vacani, and the “as-if-vacant” value is then allocated to land and buildings. Land values are derived
from appraisals, and building values are calculated as replacement cost less depreciation or management’s estimates of the
relative fair value of these assets using discounted cash flow analyscs or similar methods. The value of buildings are
depreciated over the estimated useful life of 25 years using the straight-line method,

We derenmine the value of above-market and below-market in-place leases for acquired propenies based on the
present value (using an interest rate that reflects the risks associated with the leases acquired) of the difference between (1)
the contraciual amounts to be paid pursuant to the in-place leases and (2) management’s estimate of current market lease
rates for the corresponding in-place leases, measured over a period equal to the determined lease term. We record the fair
valuc of above-marke1 and below-market teases as intangible assels or inmangible liabilities, respectively, and amertize them
as an adjustment 19 rental income over the determined lease term,

The total value of identified real estate inlangible assets acquired is further allocated to in-place lease values, in-
place tenant improvements, in-place leasing commissions and ienant relationships based on our evaluation of the specific
characteristics of each tenant’s lease and our overatl relationship with that respective tenant. The aggregate value for tenant
improvements and leasing commissions is based on estimates of these costs incurred at inception of the acquired leases,
amortized through the date of acquisition. The aggregate value of in-place leases acquired and tenant relationships is
determined by applying a fair value model. The estimates of fair value of in-place leases includes an estimate of carrying
costs during the expected lease-up periods for the respective spaces considering current market conditions, In estimating
the carrying costs that would have otherwise been incurred had the leases not been in place, we include such items as real
estate taxes, insurance and other operating expenses as well as lost rental revenue during the expected lease-up period based
on current market conditions. The estimates of the fair value of tenant relationships also include costs 10 execute similar
leases including leasing commissions, legal and tenant improvements as well as an estimate of the likelihood of renewal as
determined by management on a tenant-by-tenant basis.

We amortize the value of in-place leases and in-place tenant improvements to expense over the initial term of the
respective leases. The value of tenant relationship intangibles arc amontized to expense over the initial term and any
anticipated renewal periods, bul in no evem does the amonization period for intangible assets exceed the remaining
depreciabte life of 1he building. Should a tenant terminate its lease, the unamortized portion of the in-place lease value and
tenant relationship intangibles would be charged to expense.

In allocating the purchase price of each of our properties, management makes assumptions and uses various
estimates, including, but not limited to, the estimated useful lives of the assets, the cost of replacing certain assets, discount
rales used to determine present values, market rental rates per square foot and the period required 10 lease the property up to
its occupancy at acquisition if it were vacant. Many of these estimates are obtained from independent third party appraisals.
However, management is responsible for the source and use of thesc estimates. A change in these cstimates and
assumptions could result in the various categories of our real estate asscts and/or related intangibles being overstated or
understated which could result in an overstatement or understatement of depreciation and/or amortization expense. These
variances could be matenal to our financial statements.

Investments in Unconsolidated Entities

As of December 31, 2007, the “Investments in unconsolidated entities” on our balance sheel includes our
undivided TIC interests in six office buildings and our non-controlling 60% interest in the Wanamaker Building.
Consolidation of these investments is not required as they do not qualify as VIEs as defined in FIN No. 46R and do not
meet the voting interest requirements required for consolidation under AICPA SOP 78-9 “Accounting for Investments in
Real Estate Ventures,” as amended by EITF 04-5 “Determining Whether a General Partner, or the General Partners as a
Group, Controls a Limited Partnership or Simitar Entity When the Limited Partners have Certain Rights.”

We account for these investments using the equity method of accounting in accordance with SOP 78-9. The
equity method of accounting requires these investments to be initially recorded at cost and subsequently increased
(decreased) for our share of net income (loss), including eliminations for our share of inter-company transactions and
reduced when distributions are received,

Impairment of Long-Lived Assets

For real estate we wholly own, we monitor events and changes in circumstances indicating that the carrying
amounts of the real estate assets may not be recoverable. When such events or changes in circumstances are presenl, we
assess potential impairment by comparing cstimated future undiscounted operating cash flows expected to be generated
over the life of the asset and from its eventual disposition, to the carrying amoum of the asset. In the event that the carrying
amount exceeds the estimated future undiscounted operating cash flows, we recognize an impairmens loss to adjust the
carrying amount of the asset 1o estimated fair value,
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For rcal estate we own through an investment in a joint venture, TIC interest or other similar investment structure,
at each reporting date we will compare the ¢stimated fair value of our invesiment to the carrying value. An impairment
charge is recorded to the exient the fair value of our investment is less than the carrying amount and the decline in value is
determined to be other than a temporary decline. No impairment charges have been taken in 2007, 2006 or 2005.

in evaluating our investments for impairment, management makes several estimates and assumptions, including,
but not limited to, the projected date of disposition of the properties, the estimated future cash flows of the properties during
our ownership and the projected sales price of each of the properties. A chang: in these estimates and assumptions could
result in understating or overstating the book value of our investments which covld be material (o our financial statements.

Overview

We arc externally managed and adviscd by Behringer Advisors. Behninger Advisors is responsible for managing
our day-to-day afTairs and for identifying and making acquisitions and investmants on our behalf. Substantially all of our
business is conducted through our operating parinership, Behringer OP.

During the year ended December 31. 2007, we purchased interests in 39 real estate properties, 38 of which were
acquired in the fourth quarter of 2007. We acquired interests in 34 properties located throughout the United Siates on
December 12, 2007 when we completed the purchase all of the outstanding sharcs of the subsidiaries of IPC and we
acquired three properties located in Chicago, [llinois on November 1, 2007. Additionally, we acquired 111 Woodcresi,
located in close proximity to our Woodcrest Corporate Center property in Cherrv Hill, New Jersey, on November 20, 2007,
and we acquired Centreport Office Center, located in Ft. Worth, Texas, on June 14, 2007. As of December 31, 2007, we
owned a ponifolio of 75 office propenties located in 23 states and the District of Columbia.

Results of Operations

Al December 31, 2007, we owned intercsts in 75 office properties; at December 31, 2006, we owned interests in
36 office properties and at December 31, 2005, we owned interests in 21 office properties.  Accordingly, our results of
operations for each fiscal year presented reflect significant increases in most categories due to the growth of our portfolio of
properties. Management expects increases in most categories in the future as we purchase additional real estate properties
and as we begin 10 realize the full year impact of our 2007 acquisitions.

Fiscal year ended December 31, 2007 as compared 1o fiscal year ended December 31, 2006

Renial Revenue. Remal revenue for the year ended December 31, 2007 was generated by our consolidated real
estate properties and was approximately $314.2 million as compared to approximately $161.3 million for the year ended
December 31, 2006. Approximately 25% of the increase over prior year was due to revenue attributable to properties we
acquired in 2007, approximately 73% of the increase is autributable to properties that were owned for a full year in 2007 but
owned only during part of 2006, and approximately 2% of the increase is relateid 1o properties which were held all of 2007
and 2006.

Property Operating Expenses. Property operating expenses for th: year ended December 31, 2007 were
approximately $75.0 miilion as compared to approximately $35.7 million for ths ycar ended December 31, 2006 and were
comprised of property operating expenses from our consolidated real estate properties. Approximately 28% of the increase
over prior year was attributable to properties we acquired in 2007, approximately 70% of the increase is atributable to
properties that were owned for a full year in 2007 but only owned during part of 2006, and approximately 2% of the
increase is related to properties which were held all of 2007 and 2006.

Interest Expense. Interest expense for the year ended December 31, 2007 was approximately $100.7 million as
compared to approximately $50.9 million for the year ended December 31, 2006 and was comprised of interest expense and
amortization of deferred financing fees related to our notes payable associated with our real estate and TIC interest
investments, The increase is primarily due to our notes payable increasing from $1.6 billion at December 31, 2006 10 $3.2
bitlion at December 31, 2007.

Real Estate Taxes. Real estate taxes for the year ended December 31, 2007 were approximately $43.0 million as
compared to approximately $22.0 million for the year ended December 31, 2016 and were comprised of real estate taxes
from each of our consalidated real estate propenies. Approximately 27% of the increase over prior year was attributable to
propenties we acquired in 2007, approximately 70% of the increase is attributable to properties that were owned for a full
year in 2007 but only owned during part of 2006, and approximately 3% of the increase is related to properties which were
held all of 2007 and 2006.

Property Management Fees. Property management fees for the year ended December 31, 2007 were
approximately $9.2 million as compared (o approximately $4.9 million for the year ended December 31, 2006 and were
comprised of property management fees related to our real estate properties.  The increase in properly management fees is
primarily due to our increased number of real estate properties.
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Asser Management Fees. Asset management fees for the year ended December 31, 2007 were approximately $13.6
million as compared to approximately 35.1 million for the year ended December 31, 2006 and were comprised of asset
management fees associated with our real estate properties. Assel management fees of approximately $1.0 million and $2.7
million were waived by Behringer Advisors for the year ended December 31, 2007 and 2006, respectively.

General and Adminisirative Expense. General and administrative expense for the year ended December 31, 2007
was approximately $3.0 million as compared to approximately 31.6 million for the year ended December 31, 2006 and was
comprised of corporate general and administrative expenses including directors’ and officers’ insurance premiums, auditing
fees, legal fees and other administrative expenses. The increase is primarily due 1o increased business and franchise taxes,
legal expenses, audit expenses, and directors’ and officers insurance premiums; each was associated with the overall growth
of the portfolio.

Depreciation and Amortization Expense. Depreciation and amortization expense for the yecar ended
December 31, 2007 was approximately $141.5 million as compared to approximately $73.3 million for the year ended
December 31, 2006 and was comprised of depreciation and amortization expense from each of our consolidated real estate
properties. Approximately 22% of the increase over prior year was attributable to properties we acquired in 2007, and
approximately 80% of the increase is attributable to properties that were owned for a full year in 2007 but only owned
during part of 2006. These increases were offset by an approximately 2% decrease in depreciation and amortization
expense for properties which were held all of 2007 and 2006.

Interest Income. Interest income for the year ended December 31, 2007 was approximately $25.5 miilion as
compared to approximately $5.0 million for the year ended December 31, 2006 and was comprised of interest income
associated with funds on deposit with banks. The increase is primarily due o higher cash balances on deposit with banks
and interest income earned on a loan we made 16 Behringer Harvard Multifamily REIT 1, Inc. during 2007. On December
20, 2007, the loan was paid in full and was terminated.

Equirv in Earnings of Investments. Equity in earnings of investments for the year ended December 31, 2007 was
approximately $5.1 million as compared to $4.8 million for the year ended December 31, 2006 and was comprised of our
share of equity in the earnings of unconsolidated investments, During 2007, we acquired additional TIC interest in two of
our TIC properties and a 60% non-controlling interest in the Wanamaker Building through our acquisition of the
subsidiaries of IPC.

Fiscal year ended December 31, 2006 as compared 1o fiscal vear ended December 31, 2005

Rental Revenue. Rental revenue for the year ended December 31, 2006 was from our consolidated properties and
was approximately $161.3 million as compared to approximatety $31.1 million for the year ended December 31, 2005. The
increase in rental revenue was primarily due to our increased number of consolidated real estate properties.

Property Operating Expenses. Property operating expenses for the year ended December 31, 2006 were
approximately $35.7 million as compared to approximately $6.5 million for the year ended December 3§, 2005 and were
comprised of property operating expenses from our consolidated properties. The increase in property operating expenses
was primarily due to our increased number of consolidated real estate properties.

Interest Expense. Interest expense for the year ended December 31, 2006 was approximately $50.9 million as
compared to approximately $13.1 million for the year ended December 31, 2005 and was comprised of interest expense and
amortization of deferred financing fees related to our morgages associated with our real estate and TIC interest
investments. The increase was prmarily due to the $1.3 billion increase in our notes payable during 2006.

Rate Lock Extension Recoveries. There were no rate lock extension recoveries for the year ended
December 31, 2006. Rate lock extension recoveries for the year ended December 31, 2005 were approximately $0.5
million and represented the refund of interest rate lock extension fees from the year ended December 31, 2004,

Reaf Estate Taves. Real estate taxes for the year ended December 31, 2006 were approximately $22.0 million as
compared to approximately $3.8 million for the year ended December 31, 2005 and were comprised of real estate taxes
from each of our consolidated properties. The increase in rea) estate taxes was primarily due 10 our increased number of
consolidated real estate propertics.

Property Muanagemeni Fees. Property management fees for the year ended December 31, 2006 were
approximately $4.9 million as compared to approximately $1.5 miflion for the ycar ended December 31, 2005 and were
comprised of property management fees related 1o our consolidated real estate properties and TIC interest investments.
The increase in property management fees was primarily due 10 our increased number of consolidated real estate properties.

Asset Management Fees. Asset management fees for the year ended December 31, 2006 were approximately $5.1
million as compared to approximately $1.9 million for the year ended December 31, 2005 and were comprised of asset
management fees associated with our consolidated propertics and TIC interest investments. Asset management fees of
approximately $2.7 million were waived by Behringer Advisors for the year ended December 31, 2006.
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General and Administrative Expense. General and administrative expease for the year ended December 31, 2006
was approximately $1.6 million as compared 10 approximatcly $1.3 million for the year ended December 31, 2005 and was
comprised of corporate general and adminisirative expenses including directors” and officers’ insurance premiums, auditing
fees, legal (ees and other administrative expenses.

Depreciation and Amortization Expense.  Depreciation and amortization expense for the year ended
December 31, 2006 was approximately $73.3 million as compared te approximately $15.0 million for the year ended
December 31, 2005 and was comprised of depreciation and amortization expense from each of our consolidaied propertics.

Interest Income. Interest income for the year ended December 31, 2006 was approximately $5.0 million as
compared to approximately $2.7 million for the year ended December 31, 2005 and was compnsed of interest income
associated with funds on deposits with banks. The increase in 2006 was primarily due to higher cash balances on deposit
with banks.

Equity in Earnings of Investments. Equity in eamings of investments for the year ended December 31, 2006 was
approximately $4.8 million as compared to $3.1 million for the year ended December 31, 2005 and was comprised of our
share of equity in the carnings of our TIC interest investments. This increase was due to improved eamings at our TIC
interest properties and increases in our TIC ownership interest in Minnesota Cznter, the Colorado Building and the Praut
Building during 2006,

Cash Flow Analysis

At December 31, 2007, we owned interests in 75 office properties; at December 31, 2006, we owned inierests in
36 office properties and at December 31, 2005, we owned interests in 21 office properties. Accordingly, cash flows for
each fiscal year presented reflect significant differences in most categories due tc the growth of our portfolio of properties.

Fiscal year ended December 31, 2007 us compared 1o fiscal year ended Decembzr 31, 2006

Cash flows provided by operating activities for the year ended December 31, 2007 were approximetely $63.8
million and were primarily comprised of the net loss of approximately $41.6 nillion and changes in working capital of
approximately $28.6 million adjusted for depreciation and amortization of approximately $134.6 million. During the year
ended December 31, 2006, cash flows provided by operating activities weie approximately $49.2 million and were
primarily comprised of the nct loss of approximately $22.4 million adjusied for depreciation and amortization of
approximately $65.5 million.

Cash flows used in investing activities for the year ended December 31. 2007 were approximately $1.0 billion and
were primarily comprised of the purchase of real cstate investmems, excluding any assumed debt. During 2007, we
acquired interests in 39 office properties. During the year ended December 31, 2006, cash flows used in investing activities
were approximately $1.6 billion and were comprised primarily of the purchase of real estate investments. During 2006, we
acquired interests in 15 office propertics.

Cash flows provided by financing activities for the year ended Deceraber 31, 2007 were approximately $952.6
million and were comprised primarily of funds received from the issuance of stack, net of redemptions and offering costs,
of approximately $692.9 million and proceeds from new notes payable, net o7 note payments, of approximately $337.9
million. During the year cnded December 31, 2006, cash flows provided by firancing activities were approximately $1.5
billion and were comprised primarily of funds received from the issuance of stocc and proceeds from notes payable,

Fiscal vear ended December 31, 2006 as compared to fiscal year ended Decembzr 31, 2005

Cash flows provided by operating activities for the year ended December 31, 2006 were approximately $45.2
million and were primarily comprised of the net loss of approximately $22.4 million adjusted for depreciation and
amortization of approximately $69.5 million. During the year ended December 31, 2005, cash flows provided by operating
activities were approximately $9.0 million and were primarily comprised of e net loss of approximately $5.7 million
adjusted for depreciation and amertization of approximately $15.5 million.

Cash flows used in investing activities for the year ended December 31 2006 were approximately $1.6 billion and
were primarily comprised of the purchase of real estate investments totaling approximately $1.5 billion. During the year
ended December 31, 2005, cash flows used in investing activities were approximately $588.6 million and were comprised
primarily of the purchase of real cstate investments.

Cash flows provided by financing activities for the year ended December 31, 2006 were approximately $1.5
billion and were comprised primarily of proceeds from notes payable, net of notzs payments, of approximately $1.1 billion
and funds reccived from the issuance of stock, net of redempiions and offering costs, of approximatety $454.8 million.
During the year ended December 31, 2005, cash flows provided by financing activities were approximately $682.3 million
and were comprised primarily of funds received from the issuance of stock and proceeds from notes payable.
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Liquidity and Capital Resources
General

Our principal demands for funds will continue to be for the acquisition of real estate-related assets, the payment of
operating expenses and distributions, and the payment of principal and interest on our outstanding indebtedness. Generally,
cash needs for items other than the acquisition of real estate-rclated assets arc expected to be met from operations, and cash
needs for property acquisitions and monigage loan investments are expected to be met from the net proceeds of the Current
Offering and borrowings. However, there may be a delay between the sale of our shares and our purchase of real estate
related assets and receipt of income from such investments, which could result in a delay in the benefits to our stockholders
of returns generated from our operations. During this period, we may decide to temporarily invest any uninvested proceeds
in investments that could yield lower returns than our targeted investments in real estate related assets. These lower retums
may affect our ability to make distributions or the amount actually distributed.

The amount of monies to be distributed to our stockholders is determined by our board of directors and is
dependent on a number of factors, including financial condition, capital expenditure requirements and annual distribution
requirements needed 10 mainain our status as a REIT under the Code. Until proceeds from our Offerings are fully invested
and generating operating cash flow sufficient to fund distributions made to stockholders, some or all of our distributions
have been, and may continue 10 be, paid from sources other than operating cash flow, such as offering proceeds, cash
advanced 1o us by, or reimbursements for expenses or waiver of fees from, our advisor and proceeds from loans including
those secured by our assets. Of the amounts distributed by us in 2007, approximately 82.5% represented a return of capital
and 17.5% were distributions from the taxable earnings of rcal cstate operations. In fiscal year 2007, 2006 and 2005, we
made cash disiributions aggregating approximately $111.0 million, $60.1 million, and $22.4 million, respectively, to our
stockholders. Of these amounts, approximately $19.4 million, 513.9 million and $6.3 million, in fiscal years 2007, 2006
and 2005, respectively, was paid using cash generated from our operations. We can give no assurance that these other
sources of funds will be available in the future to fund distributions if cash generated from our operations is insufficient.

We expect that our current properties, along with properties to be acquired in the future, will generate sufficient
cash flow to cover operating expenses plus pay all or a ponion of a monthly distribution. Historically, a portion of the
distributions have been paid from cash provided by operations and sources other than operating cash flow, such as offering
proceeds, cash advanced to us or reimbursements of expenses or waiver of fees from our advisor and proceeds from loans,
including those secured by our assets. We can give no assurance that these sources will be available in the future to fund
distributions if cash generated [rom our operations is insufficient,

Our notes payable increased in 2007 to approximately $3.2 billion at December 31, 2007 as compared 1o
approximately $1.6 billion at December 31, 2006. This increase is due to notes payable assumed in property acquisitions
and borrowings under the credit facility, described below. Each of our loans is collateralized by one or mere of our
propenies. At December 31, 2007, our notes payable interest rates range from 5.02% to 8.33%, with a weighted average
interest rate of approximately 5.73%. At December 31, 2007, our notes payable have maturity dates that range from July
2009 to October 2030. Our loan agreements generally stipulate that we comply with certain reporting and financial
covenants. These covenants include among other things, notifying the lender of any change in management and
maintaining minimum debt service coverage ratios. At December 31, 2007, we were in compliance with each of the debt
covenants under our loan agreements.

If debt financing is not available on terms and conditions we find acceptable, we may not be able to obtain
financing for invesiments. Recently, domestic and international financial markets have experienced unusual volatility and
uncertainty. If this volatility and uncertainty persists, our ability to borrow monies to finance the purchase of, or other
activities related to, real estate assets will be significantly impacted. 1f we are unable to borrow monies on terms and
conditions that we find acceptable. we likely will have to reduce the number of properties we can purchase, and the rerum
on the properties we do purchase likely will be lower. [n addition, we may find it difficult, costly or impossible 1o
refinance indebtedness which is maturing. 1 intcrest rates are higher when the properties are refinanced, we may not be
able to finance the propenties and our income could be reduced. 1n addition, if we pay fees to lock-in a favorable interest
rate, falling interest rates or other factors could require us to forfeit these fees.

Restricted cash as of Decermber 31, 2007 and 2006 included approximately $120.7 million and $100.1 million,
respectively, held in restricted money market accounts, as required by our lenders, for anticipated tenant expansions and
improvements, property taxes and insurance for our consolidated properties. As of December 31, 2007, we had
commitments of approximately $28.7 million for future tenant improvements and lease incentives,
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Credit Facility

On December 11, 2007 Behringer Harvard OP entered into a secured credit agreement providing for up 10 $500
million of secured borrowings with KeyBanc Capital Markets and Wachovia Sccurities as co-lead arrangers and KeyBank
National Association as administrative agent (referred to herein as “Lender” and as the “Agent,” in their respective roles),
and other lending institutions that are parties to the credit facility (collectively, the “Lenders™). This credit facility allows
Behringer OP to borrow up to $300 million of revolving loans and up to $200 million in a secured term loan. Subject to
Lender approval and payments of cenain activation fees to the Agent and Lenders, the amount of the revolving credit
facility may be increased up to $600 million. [n addition to our use of the procceds of the credit facility to pay
approximately $340.0 million of the purchase price and closing costs of acquiring the subsidiaries of IPC, we intend 10 use
the facility for general corporate and working capital purposes. The Company has acted as o guarantor of the credit
facility.

The credit facility matures on December 11, 2010. The revolving credit facility may be extended one additional
year upon payment of an extension fee in an amount cqual 10 fifteen basis points on the total amount of the revolving credit
facility in effect on the original maturity date. The term loans also may be extended one additional year upon payment of an
extension fee in an amount equal 1o ten basis points on the total amount of the term loans outstanding on the original
maturity date.

Loans under the credit facitity will bear interest at an annual rate that is equal to cither (1) ihe “base rate”
(calculated as the greater of (i) the Agent’s “prime rate™ or (ii) 0.5% above tae Federal Funds Effective Rate) plus the
applicable margin or (2) LIBOR plus the applicable margin. The applicable margin for base rate loans will initially be
0.5% and, depending on the ratio of our consolidated total indebtedness to our gross asset value, may vary from 0.5% 1o
0%; the applicable margin for LIBOR loans will initially be 2.0% and, depending on the ratio of our consolidated total
indebledness to our gross asset value, may vary from 2.0% to 1.5%. Behringer OP has the right to prepay the outstanding
amount of any revolving credit loans or term oans under the credit facility, in whole or in part, at any time without penalty,
provided that any partial payment is in a minimum amount of $1 million. However, prepaying the term loan prior to
December 11, 2008 requires Behringer OP to pay a fee equal to fifty basis peints of the amount of the term loan being
prepaid. As of December 31, 2007, there was approximatety $200.0 million outstanding under the term loan and
approximaltely $140.0 million outstanding under the revolving credit facility. As of December 31, 2007, the interest rates
for the term loan and revolving credit facility were approximately 5.99% and 7.23%, respectively. As a result of the
interest rate swap agreements, the $200.0 million of the borrowings under the term loan cffectively bear interest at fixed
rates.

Contractual Obligativns

The following table summarizes our contractual obligations as of Deceraber 31, 2007 (in thousands):

Tod 2008 2000 X010 211 2012 Thereafter
Notess payable principel ® $3198748 $ 1,25 0§ R7NI$ 430§ PR8I § 127906 3201656
Notes payable interest 1,508474 182,943 181,874 180,466 260,071 23,551 40,50
(Hligation to purchase Cxrmoor land 5,696 5606 - . - - -
Operating leases 30,602 858 838 £58 858 858 26,312
Toal $47435200 § 072 § 25445 § SHEM  § 87M7 5 36315 32512447

(1) Excludes unamoriized discount of approximately $0.6 million.
Funds from Operations

Funds from operations (“FFO™) is a non-GAAP financial measure that is widely recognized as a measure of REIT
operating performance. FFO is defined by the National Association of Real Esiate [nvestment Trusts as net income (loss),
computed in accordance with GAAP excluding extraordinary items, as defined by GAAP, and gains (or losses) from sales
of property, plus depreciation and amortization on real estate assets, and after adjustments for unconselidated partnerships,
joint ventures and subsidiaries. We believe that FFQ is helpful to investors and our management as a measure of operating
performance because it excludes depreciation and amontization, gains and losses from property dispositions, and
extraordinary items, and as a result, when compared year to year, reflects the impact on operations from trends in
occupancy rates, rental rates, operating costs, development aclivities, general and administrative expenses, and interest
costs, which is not immediately apparent from net income. Historical cost accounting for real estate assets in accordance
with GAAP implicitly assumes that the value of real estate diminishes predictatdy over time. Since real estate values have
historically risen or fallen with market conditions, many indusiry investors and unalysts have considered the presentation of
operating results for real estate companies that use historical cost accounting alone to be insufficient. As a result, our
management believes that the use of FFO, together with the required GAAY presentations, provide a more complete
understanding of our performance. Factors that impact FFO include start-up costs, fixed costs, delay in buying assets,
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fower yields on cash held in accounts pending investment, income from portfolio properties and cther portfolio assets,
interest rates on acquisition financing and operating expenses. FFQO should not be considered as an alternative to net
income (loss), as an indication of our liquidity, nor is it indicative of funds available to fund our cash needs, including our
ability to make distributions.

Our calculations of FFQ for the years ended December 31, 2007 and 2006 are presented below (in thousands):

2007 2006
Net loss $ (41,631) S (22,432)
Real estate depreciation " 79,684 40,305
Real estate amortization 70,849 42,038
Funds from operations (FFO) $ 108,902 § 59911
Weighted average shares 171,544 89,638

(1) This represents the depreciation and amortization expense of the properties we consolidate and our share of
depreciation and amortization expense of the properties which we accoum for under the equity method of
accounting. The expenses of our unconsolidated interests are reflected in our equity in earnings of investments.

Non-cash ftems Included in Net Loss:

Provided below is additional information related to sclected non-cash items included in net Joss above, which may
be helpful in assessing our operating results, Straight-line remtal revenue, amortization of intangible lease assets and
liabilities, amortization of lease incentives and bad debt expense of our investment interests are reflected in our equity in
earnings of investments and are included in the amounts presented below.

»  Straight-line rental revenue of approximately $22.5 mitlion and $7.2 miltion was recognized for years
ended December 31, 2007 and 2006, respectively,

e Amortization of intangible lease assets and liabilities was recognized as a net decrease to rental revenues
of approximately $9.9 million and $4.9 million for the years ended December 31, 2007 and 2006,
respectively;

»  Amontization of lease incentives of approximately $1.3 million was recognized as a decrease to rental
revenues for the year ended December 31, 2007. There was no amortization of lease incentives for the
year ¢nded December 31, 2006,

» Bad debt expense of approximately $0.4 million and $112,000 was recognized for the years ended
December 31, 2007 and 2006, respectively; and

e Amortization of deferred financing costs of approximately $2.7 miltion and $1.3 million was recognized
as interest expense for the years ended December 31, 2007 and 2006, respectively.

In addition, FFO may be used to fund all or a portion of certain capitalizable items that are excluded from FFO,
such as capital expenditures and payments of principal on debt, cach of which may impact the amount of cash available for
distribution to our stockholders.

Some or all of our distributions have been paid from sources other than operating cash flow, such as offering
proceeds, cash advanced to us by, or reimbursements for expenses or waiver of fees from, our advisor and proceeds from
loans including those secured by our assets. Given the uncertainty arising from numerous factors, including both the raising
and placing of capital in the current real estate environment, ultimate FFO performance cannot be predicted with certainty.
For example, if we are not able to timely invest nct proceeds of our offering a1 favorable yields, Future distributions
deciared and paid may continue to exceed FFO.

Net Operating Income

Net operating income (“NOI”)} is defined as net income, computed in accordance with GAAP, generated from
properties before interest expense, asset management fees, interest income, general and administrative expenses,
depreciation, amortization, equity in earnings of investments, minority interest, income taxes and the gains on sale of assets.
We believe that NOI provides an accurate measure of our operating performance because NOI reflects the operating
performance of our properties and excludes certain items that are not associated with management of the properties. To
facilitate understanding of this financial measure, a reconciliation of net operating incosme to net income has been provided
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in accordance with GAAP. Our calculations of NOI for the years ended December 31, 2007, 2006 and 2005 are presented
below (in thousands):

2007 2006 2005
Rental revenue $ 314221 $ 161,306 S 31,057
Operating expenses:
Property operiting expenses 74,976 35,6%4 6,463
Real estate taxes 42,980 21,999 3838
Property maragement foes 9.233 4,947 - 1502
Total operating expenses §27.189 62,640 11,803
Net operating income $ 187032 § 98666 5 1924
Reconciliation to Net loss
Net operating incorme $ 187.032 h) 98,666 g 19,254
Less:  Depreciation and amortization (141.462) (73,275) (15,033)
Cenera! and administrative expense (2.969) (1,619) (1.254)
Interest expense and rate lock extension recoveries (400.729) (50,87 (12,612)
Asset managerrent fees (13.617) {5,099} (1.857)
Minonity interest (16) - -
Provision for income laxes (571) - -
Add:  Imerest income 25 540 4,963 2,665
Giain on sale of assets 44 - -
Equity in eamings of investments 5117 4,804 3115
Net loss $ @ LI)' 3 (22432) § (5,722)

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements that are reasonably likely to have a current or future malerial effect on
our financial condition, changes in financial condition, revenues or expenses, results of operations, liquidity, capital
expenditures or capital resources.

New Accounfing Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements.” SFAS No. 157 establishes a
single authoritative definition of fair value, sets out a framework for measuring fair value, and requires additional
disclosures about fair value measurements, SFAS No. 157 applies only to fair value measurements that are already
required or permitted by other accounting standards. SFAS No. 157 is effective for fiscal years beginning after
November 15, 2007. We are in the process of determining the effect the adoption of SFAS 157 will have on our financial
statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities - Including an Amendment of FASB Statement No. 115.” The fair +salue option established by SFAS No. 159
permits all entities to choose to measure eligible items at fair valuc at specified election dates. A business entity will report
unrealized gains and losses on items for which she fair value option has been elected in eamings (or another performance
indicator if the business entity does not report eamnings) at each subsequent reporting date. SFAS No. 159 is effective for
fiscal years beginning after November 15, 2007. We have not elected the fair value measurement option for any financial
assets or liabilities at the present time.,

[n December 2007, the FASB issued SFAS No. 141(R), “Business Combinations.” This Statement replaces SFAS
No. 141 “Business Combinations” but retains the fundamental requirement that the acquisition method of accounting, or
purchase method, be used for all business combinations and for an acquirer to by identified for cach business combination.
This Statement is broader in scope than that of Statememt 141, which applied only to business combinations in which
control was obtained by transferring consideration. SFAS 141R applies the same method of accounting (the acquisition
method) to all fransactions and other events in which one entity obtains control over one or more other businesses. This
Statement also makes certain other modifications to Statement 141, including a broader definition of a business and the _
requirement that acquisition related costs are expensed as incurred. This statement applies to business combinations
occurring on or after the beginning of the first annual reporting period beginning on or after December 15, 2008. Early
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adoption is not allowed. We are currently assessing the effect SFAS No. 141(R) may have on our consolidated results of
operations and financial position.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements - an amendment of ARB No. 51." The objective of FAS No. 160 is to improve the relevance, comparability,
and transparency of the financial information that a reporting entity provides in its consolidated financial statements by
establishing accounting and reparting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of
a subsidiary. It also amends certain of ARB 51°s consolidation procedures for consistency with the requirements of FASB
No. 141(R). This Statement is effective for fiscal years, and interim periods within those fiscal years, beginning on or afler
December 15, 2008. Earlier adoption is prohibited. This Statement shall be applied prospectivety as of the beginning of
the fiscal year in which this Statement is initially applied, except for the presentation and disclosure requirements. The
presentation and disclosure requirements shall be applied retrospectively for all periods presented.

Inftation

The real estate market has not been affected significantly by inflation in the past several years due to the relatively
low inflation rate. The majority of our leases contain inflation protection provisions applicable to reimbursement billings
for common area maintenance charges, real estate tax and insurance reimbursements on a per square fool basis, or in some
cases, annual reimbursement of operating expenses above a certain per square foot allowance.

ltem 7A, Quantitative and Qualitative Disclosures About Market Risk.

We are exposed to interest rate changes primarily as a resull of our long-term debt used to acquire properties. Our
interes! rate risk management objectives are 1o limit the impact of interest rate changes on earnings and cash flows and to
lower overall borrowing costs. To achieve these objectives, we borrow primarily at fixed rales or variable rates with the
lowest margins available and in some cases, the ability to convert variable rates to fixed rates. With regard 10 variable rate
financing, we will assess interest rate cash flow risk by continually identifying and monitoring changes in interest rate
exposures that may adversely impact expected future cash flows and by evaluating hedging opportunities. We may enter
into derivative financial instruments such as options, forwards, interest rate swaps, caps or floors to mitigate our interest
rate risk on a related financial instrument ar to effectively lock the interest rate portion of our variable rate debt.

Of our approximately $3.2 billion in notes payable at December 31, 2007, approximately $143.0 miliion
represented debt subject to variable interest rates. 11 our variable interest rates increased 100 basis points, we estimate that
total annual interest expense would increase by approximately $1.4 million.

As of December 31, 2007, we had $340.0 million of notes payable outstanding under our credit facility, which is a
variable rate credit facility. However, as a result of the interest ratc swap agreements; $200.0 million of these borrowings
effectively bear interest at fixed rates.

A 100 basis point decrease in interest rates would result in a net decrease in the fair value of our interest rate swaps
of approximately $5.5 million. A 100 basis point increase in interest rates would result in a net increase in the fair value of
our interest rate swaps of approximately $5.4 million.

We do not have any foreign operations and thus we are not exposed to foreign currency fluctuations.
Item 8. Financial Statements and Supplementary Data. .

The information required by this Item 8 is hereby incorporated by reference to our Consolidated Financial
Statements beginning on page F-1 of this Annual Report on Form 10-K.

Ttem 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure.
None.

Item 9A(T). Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

As required by Rule 13a-15(b) and Rule 15d-15(b) under the Exchange Act, our management, including our Chicf
Executive Officer and Chief Financial Qfficer, evaluated as of December 31, 2007, the effectiveness of our disclosure
controls and procedures as defined in Exchange Act Rule 13a-15(e) and Rule 15d-15(c). Based on that evaluation, our
Chief Executive Officer and Chief Financial Officer, concluded that our disclosure controls and procedures, as of
December 31, 2007, were effective for the purpose of ensuring that information required to be disclosed by us in this report
is recorded, processed, summarized and reported within the time periods specified by the rules and forms of the Exchange
Act and is accumulated and communicated to management, inctuding the Chief Executive Officer and Chief Financial
Officer, as appropriate to allow timely decisions regarding required disclosures,
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We believe, however, that a controls system, no matter how well designed and operated, cannot provide absolute
assurance that the objectives of the controls systems are met, 2nd no evaluation of controls can provide absolute assurance
that all control issues and instances of fraud or eror, if any, within a company have been detected.

Management's Annual Report on Internal Conirol over Finuncial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial rcporting (as
defined in Exchange Acts Rules 13a-15(f) and 15d-15(f)}. Our management, including our Chief Executive Officer and
Chief Financial Officer cvaluated as of December 31, 20607, the effectiveness of our internal control over financial reporting
using the framework in /nternal Control — Integrated Fromework issued by the C'ommittee of Sponsoring Organizations of
the Treadway Commission. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer concluded
that our internal controls, as of December 31, 2007, were effective in providing reasonable assurance regarding reliability
of financial reporting.

This annual report does not include an attestarion report of the company's independent registered public
accounting firm regarding internal control over financial reporting. Management's report was not subject 10 atiestation by
the Company's independent registered public accounting firm pursuant to temporary rules of the Securities and Exchange
Commission that permit the Company to provide only management's report in this annual report.

Exelusion of IPC Porifoliv and Beacon Porifolio from 2007 Internal Controls Assessment

As noted elsewhere in this Form 10-K, we acquired the Beacon Portfolio and the TPC Portfolio on November 1,
2007 and December 12, 2007, respectively. Pursuant to guidance from the SEC!, we have excluded these assets from the
assessment of our internal contro! over financial reponting as of December 31, 2007, As of December 31, 2007, on a stand

alone basis, the Beacon Portfolio constituted approximately $958.1 million of our total assets. As of December 31, 2007, on
a stand alone basis, the IPC Ponfolio constituted approximately $1.6 billion of our total assets.

Changes in Internal Control over Financial Reporting

There has been no change in iniernal control over financial reporting that occurred during the quarter ended
December 31, 2007 that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

ltem 9B. Other Information.

None.
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PART IN
Item 10, Directors, Executive Officers and Corporate Governance.

The information required by this item will be presented in our definitive proxy statement for the annual meeting of
stockholders to be heid on June 19, 2008, which is expected to be filed with the Securities and Exchange Commission on or
about April 29, 2008, and is incorporated herein by reference.

Item 11, Executive Compensation.

The information required by this item will be presented in our definitive proxy statement for the annual meeting of
stockholders to be held on June 19, 2008, which is expected to be filed with the Securities and Exchange Commission on or
abowm April 29, 2008, and is incorporaied herein by reference,

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters.

The information required by this Item will be presented in our definitive proxy statement for the annual meeting of
stockholders to be held on June 19, 2008, which is expected to be filed with the Securities and Exchange Commission on or
about April 29, 2008, and is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions, and Director Indepeadence,

The information required by this Item will be presented in our definitive proxy statement for the annual meeting of
stockholders to be held on June 19, 2008, which is expected to be filed with the Securities and Exchange Commission on or
about April 29, 2008, and is incorporated herein by reference.

[tem 14. Principal Accounting Fees and Services.

The information required by this ltem will be presented in our definitive proxy statement for the annual meeting of
stackholders to be held on June 19, 2008, which is expected to be filed with the Securities and Exchange Commission on or
about April 29, 2008, and is incorporated hetein by reference.
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Item 15.

(a)

(b)

()

PART IV
Exhibits, Financial Statement Schedules.
List of Documents Filed.

I. Financial Statements

The list of the financial statements filed as part of this Annual Report on Form 10-K is set forth on page
F-1 herein.

2, Financial Statement Schedules
Report of Independent Registered Public Accounting Firm
Scheduie 11 Valuation and Qualifying Accounts
Schedule [1I Real Estate and Accumulated Depreciation
3 Exhibits

The list of exhibits filed as part of this Annual Report on Form 10-K is set forth in the Exhibit Index
following the financial staterents in response to Item 60} of Regulation 5-K.

Exhibits.
The exhibits fled in response to [tem 601 of Regulation S-K are listed on the Exhibit Index auiached hereto.
Financial Statement Schedules.

All financial staiement schedules, except for Schedule If and 111 (si:¢ (a) 2. above), have been omitted because the
required information of such schedules is not present, is not present in amounts sufficient to require a schedule or
is included in the financial statements.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securitics Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Behringer Harvard REIT I, Inc.

Dated: March 31, 2008 By: /s/ Robert M. Behringer
Robert M. Behringer
Chief Exccutive Officer and
Chairman of the Board of Directors

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persens on behalf of the registrant and in the capacities and oo the dates indicated,

March 31, 2008 {s/ Robert M. Behringer
Robert M. Behringer
Chief Executive Officer and
Chairman of the Board of Directors
{Principal Executive Officer)

March 3t, 2008 /s/ Robert 8. Aisner
Robert S, Aisner
President, Chief Operating Gfficer and Director

March 31, 2008 /s!/ Gary S. Bresky
Gary S. Bresky
Chief Financial Officer
{Principal Financial Officer)

March 31, 2008 {s/ Kimberly Arianpour
Kimberly Arianpour

Chief Accounting Officer
{Principal Accounting Officer)

March 31, 2008 /s/ Charles G. Dannis
Charles G. Dannis
Director

March 31, 2008 Is/ Steven W. Panridge
Sieven W. Partridge
Director

March 31, 2008 /sf G, Ronald Witten
G. Ronald Witten
Director
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockhelders of
Behringer Harvard REIT I, inc.
Addison, Texas

We have audited the accompanying consolidated balance sheets of Behringer Harvard REIT [, Inc. and subsidiaries (the
*Company™) as of December 31, 2007 and 2006 and the related consolidated statements of operations, stockholders’ equity
and comprehensive loss and cash flows for each of the three years in the period ended December 31, 2007. These financial
statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these
financia} statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those siandards require thm we plan and perform the audit 10 obtain reasonable assurance about whether the
financial statements are free of material misstatement. The Company is not required to have, nor were we engaged to
perform, an audit of its internal control over financial reponting. Our audits included consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company's internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion,

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of the
Company at December 31, 2007 and 2006, and the results of its operations and its cash flows for each of the three years in
the period ended December 31, 2007, in conformity with accounting principles generally accepted in the United States of
America.

s/ Deloitte & Touche LLP

Dallas, Texas
March 31, 2008
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Behringer Harvard REIT , Inc.
Consolidated Balance Sheets
As of December 31, 2007 and 2006
(in thousands, except share and per share ainounts)

2007 2006
Assets
Real estate
Land $ 514,520 s 269,968
Buildings, net 3,359,152 1,637,738
Real estate under development _ 7,038 -
Total real estate 3,880,710 1,907,706
Cash and cash equivalents 94,947 124,948
Resiricted cash 229,803 103,343
Accounts recervable, net 48,030 21,205
Receivables from related partics 1,023 71
Prepaid expenses and other asscts 10,244 4,139 !
Goodwill 19,922 -
Investments in uncuonsclidated entities 203,212 145,621
Deferred financing fees, net 42,668 17,912
Notes receivable 13,854 3,013
Lease intangibles, net 627,714 367,014
Tatal assets . 5,172,127 3 2,694,972
Liabilities and stock holders’ equity
Liabilities :
Notcs payabie & 3,198,143 3 1,609,702 :
Accounts payable 7,889 2.390 i
Payables to related parties 8,190 2,080
Acquired below-market leases, net 175,589 98,812
Distributions payable 10,951 7.096
Accrued liabilitics 126,789 53,683
Convenible debeniures 91,180 -
Subscrptions for commmon stock 2,984 3,216
Defermed tax linbilitics 3,869 -
Other liabilities 22,897 479
Total liabilities 3,648,481 1,777,458
Commitments and contingencies
Minority interest 18,049 3,072
Stockholders’ equity
Preferred stock, $.0001 par valuc per share:
17,500,000 shares authorized, none outstanding - -
Convertible stock, $.0001 par vulue per share;
1,000 shares authorized, 1,000 shures issued and outstanding - -
Common stock, $.0001 par value per share;
182,499,000 shares authorized, 205,562,785 and
121,884,470 shares issued and outstanding at
December 31, 2007 and December 31, 2006, respectively 21 12
Additional paid-in capital 1,834,477 1,085,806
Currulative distnbutions and net loss (327,527 (171,376)
Accunulated other comprehensive loss (4,374) -
Total stockholders' equity 1,505,597 014,442
Total liahilitles and stockholders’ equity 3 5,172,127 3 2,694,972

See Notes to Coensolidared Financial Starements.
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‘ 2007 2006 2005
|

Rental revenue $ 314,221 $ 161,306 31,057

Expenses
Property operating expenses 14,976 35,694 6,463
Interest expense 100,729 50,877 13,137
Rate lock extension recoveries - - (525)
Real estate taxes 42,980 21,999 3,838
Property management fees 9,233 4,947 1,502
Asset management fees 13,617 5.099 1,857
General and administrative 2,969 1,614 1,254
Depreciation and amortization 141,462 73,275 15,033

Total expenses 385.966 193,505 42,559

Interest income 25,540 4,963 2,665

Giain on sale of assets 44 - -

Net loss before income taxes, minority interest,

and equity in earnings of investments {46,161) (27,236) {8,837}

Provision for income taxes (571) - -

Minority interest (16} - -

Equity in earnings of investments 5117 4,804 3,115

Net loss s (41,631) 3 (22,432) {5,722)

Basic and diluted weighted

average shares outstanding 171,544,399 89,637,553 38,220,101
Basic and diluted loss per share b (0.24) s (0.25) (0.15)

Behringer Harvard REIT I, Inc.
Consolidated Statements of Operations

For the Years ended December 31, 2007, 2006 and 2005
(in thousands except share and per share amounts}

See Notes tn Consolidated Financial Statements.

~
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Behringer Harvard REIT L, Inc.
Consolidated Stutements of Cash Flows
For the Years ended December 31, 2007, 2006 and 2005

(im thousands)
2007 1006 2005
Cash flows from operating activites
Net less $ @161 8 (243 (5.722)
Adjustmenis to reconcile net loss to net cash
flows provided by operating activities:
Minority mmterest 16 - -
Gain on saic of assets {+4) - -
Deprecistion and amorntzstion 134,602 69,470 15.450
Interest mcome capitalizmd 10 notes receivable (530) - -
Equity in camings ol invesiments 5.117) (4,804) (3.115)
Distrbutions from invesimems 5.7 4,804 3115
Change in accounts receivabie (18,193) (16,914) (3.491)
Change in prepaid expenses and other assels 2,134 5373 449
Change in leasc intangiblkes (11.986) (2,838) (459)
Change in accounts paysble 2,502 1,282 15
Change in accrued liabilitics {1,981) 14,395 2.598
Change in payables to retued panies 905 842 200
Cash pravided by operating activities 63.794 49,178 9,040
Cash flows from inwsting activities
Purchases of tenant-in-common interests {4,430} {19,565) (14,958)
Retum of investments in tenant-incommon interests 5812 6,226 7.256
Purchascs of real estate (895,701) (1.480.037) (564.025)
Escrow deposits and pre-acquisition cosis
on reat cstate to be acquired (922) 2,890 4,879
Capital expenditurcs for real estate (24,471) (8.059) (380)
Notes receivable advances {36,000} (3.013) -
Proceeds fromnotes receivable 36513 - -
Receivable frurnrelated panies {500) - -
Change in restricted cash {126,603) (76.217) (21,409)
Cash used in Investing activities (1046172} {1571.715) (588,637
Cush flows from financing activities
Financing costs {27.420) (14,5949) (3,533)
Proceeds fromanotes payablke 340,000 1,112,449 21,74
Payments on notes payabke (2,102} (70%) (533)
Payments on capital kease obligations {(24) - -
Loan deposits on real estate to be acquired - 2,576 (2.356)
Issuance of common and convenibk stock 799,125 514,004 481,621
Redemptions of common stock (19,984) (3.643) {1.370)
Offering cosis (86.208) (55,518) (52.563)
Distributions (55.293) (30.313) {11.346)
Conversion of debentures (270) . -
Change in subscriptions for common stock (232) 2,162 (1,892)
Change in subscription cash reccived 232 (2,162} 1,892
Change in payables 10 relaied panies 4,753 548 618
Cash provided by fioancing activities 952,577 1,524,803 682,272
Net change in cash and cash equivalents (30,001) (3,794) 102,675
Cash and cash cquivalents at beginning of year 124,948 128,742 26.067
Cash and cash cquivalents ot end of year 3 94,947 5 124,943 128,742

See Notes to Consovlidated Financial Statemenis.
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Behringer Harvard REIT 1, Inc.
Notes to Consolidated Financial Statements

1. Business

Organization

Behringer Harvard REIT I, Inc. and our subsidiaries (which may be referred to as the “Company,” “we,” “us,” or
“our”) was incorporated in June 2002 as a Maryland corporation and has elected to be taxed, and currently qualifies, as a
real estate investment trust (“REIT") for federal income tax purposes. We acquire and operate instituttonal quality real
-estate. In particular, we focus primarily on acquiring institutional quality office properties that we believe have premier
business addresses, desirable locations, personalized amenities, high quality construction and highly creditworthy
commercial tenants.

" o

Substantially all of our business is conducted through Behringer Harvard Operating Partnership 1 LP, a Texas
limited parmership organized in 2002 (“Behringer OP”). OQur wholly-owned subsidiary, BHR, Inc., a Delaware
corporation, is the sole general partner of Behninger OF. Qur wholly-owned subsidiarics, BHR Business Trust, a Maryland
business trust, and BHR Partners, LLC, a Delaware limited liability company, are limited partners of Behringer OP.

We are externally managed and advised by Behringer Advisors, LLC, a Texas limited liability company organized
in June 2007 (“Behringer Advisors™). Behringer Advisors is responsible for managing our day-to-day affairs and for
identifying and making acquisitions and investments on our behalf. Prior to tune 30, 2007, we were advised by Behringer
Advisors LP, a Texas limited partnership, which was merged into Behringer Advisors solely to change the type of entity.

Public Offerings

On February 19, 2003, we commenced a public offering (the “Initial Offering”) of up 10 80,000,000 shares of
common stock offered at a price of $10.00 per share pursuant to a Registration Statement on Form S-11 filed under the
Securities Act of 1933, as amended (the “Securities Act”). The Initial Offering also covered the registration of up to
8,000,000 shares offered pursuant to our distribution reinvestment plan (“DRIP”) and up to 3,520,000 shares issuable to
broker-dealers pursuant to warrants whereby participating broker-dealers would have the right to purchase one share for
every 25 shares they sold pursuant to the [nitial Offering. We terminated the Initial Offering on February 19, 2005,

On February 11, 2005, we commenced a second public offering (the “Second Offering™) of up to 80,000,000
shares of commen stock offered at a price of $10.00 per share pursuant to a Registration Statement on Form §-3 filed under
the Securities Act. The Second Offering also covered the registration of up to 16,600,000 shares offered pursuant to our
DRIP. We subsequently converted the Second Offering to a Registration Statement on Form S-11 and reallocated the
shares of common stock in the Second Offering to offer 90,000,000 shares of common stock at a price of $10.00 per share
and up to 5,473,684 shares pursuant to our DRIP. In addition, we increase the aggregate amount of the Second Offering
by 2,945,017 shares in a related registration statement on Form S-11. We terminated the Second Offering on October 20,
2006 in all jurisdictions except the Commonwealth of Pennsylvania, and we terminated the Second Offering in the
Commonwealth of Pennsylvania on February 9, 2007,

On October 20, 2006, we commenced a third public offering (the “Current Offering” and together with the Initial
Offering and Second Offering, the “Offerings™) of up to 200,000,000 shar«s of common stock offered at a price of $10.00
per share pursuant to a Registration Statement on Form S-11 filed under the Securities Act. The Current Offering also
covers the registration of up to 50,000,000 shares offered pursuant to our DRIP. The Current Offering wil! terminate on or
before October 6, 2008 unless earlier terminated, fully subscribed or extended.

As of December 31, 2007, we had 205,562,785 sharcs of our common stock outstanding, which includes the effect
of a 10% stock dividend issued on October |, 2005 and including the effect of distribution reinvestments, redemptions, and
22,000 shares issued to Behringer Harvard Holdings, LLC (“Behringer Harvard Holdings”). As of December 31, 2007, we
had no shares of preferred stock issued and outstanding, options to purchase 55,500 shares of common stock outstanding at
a weighted average exercise price of $9.13 and warrants to purchase 710,937 shares of common stock from the Initial
Offering issucd for the benefit of participating individual broker-dealers, ¢ach adjusted for the 10% stock dividend if issued
prior to September 30, 2005. At December 31, 2007, Behringer OP had 432,586 units of limited partnership interest
outstanding to third parties, after giving effect to the 10% stock dividend e issued October 1, 2005. These units of limited
partnership interest are convertible into an equal number of shares of our common stock. We sold 1,000 shares of our non-
participating, non-voting convertibie stock 1o Behringer Advisors for $1,000 on March 22, 2006. Pursuant 1o its terms, the
convertible stock is convertible into shares of our commeon stock with a value equal to 15% of the amount by which (1) our
enterprise value, including the total amount of distributions paid to our stockholders, exceeds (2) the sum of the aggregate
capital invested by stockholders plus a 9% cumulative, non-compoundzd, annual return on such capital. The weighted
average number of shares and earnings per share data for each reported period throughow this report reflect the effects of
the stock dividend.

F-7




Behringer Harvard REIT |, Inc.
Notes to Consolidated Financial Statements

We admit new stockholders pursuant to the Offerings at least monthly. Al subscription proceeds are held in a
scparatc account until the subscribing investors arc admitied as stockholders. Upon admission of new stockholders,
subscription proceeds are transferred to operating cash and may be utilized as consideration for investments and the
payment or reimbursement of dealer manager fees, selling commissions, offering expenses and operating expenses. Until
required for such purposes, net offering proceeds are held in short-term, liquid investments.

Our common stock is not currently listed on a national exchange. However, management anticipates by 2017
either listing the common stock on a national securities exchange or liquidating our assets. Depending upon then prevailing
market conditions, il is the intention of our management to consider beginning the process of listing (or liquidating) prior to
2013. In the event we do not obtain listing prior to 2017, our charter requires us o begin selling our properies and
liquidating our assets, unless a majority of the board of directors and a majority of the independent directors extend such
date.

1. Summary of Significant Accounting Policies
Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America (“GAAP™) requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. These estimates include such items as the purchase price
allocation for real estate acquisitions, impairment of long-lived assets, depreciation and amortization and allowance for
doubtful accounts. Actual results could differ from those estimates.

Principles of Consolidation and Basis of Presentation

Qur consolidated financial statements include our accounts, the accounts of variable interest entities (“VIEs”™) in
which we are the primary beneficiary and the accounts of other subsidiaries over which we have control. All inter-
company transactions, balances and profits have been eliminated in consolidation. lnterests in entities acquired are
evaluated based on Financial Accounting Standards Board [nterpretation (“FIN™} 46R “Consolidation of Variable Interest
Entities,” which requires the consolidation of VIEs in which we are deemed to be the primary beneficiary. If the interest in
the entity is determined to not be a VIE under FIN 46R, then the entitics are evaluated for consolidation under the
Amencan Institute of Cenified Public Accountants’ ("AICPA™) Statement of Position (*SOP”} 78-9, “Accounting for
Investments in Real Estate Ventures,” as amended by Emerging Issues Task Force (“EITF™) 04-5, “Determining Whether a
General Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entily When the Limited
Partners Have Certain Rights.”

Real Estate

Upon the acquisition of real cstate properties, we allocate the purchase price of those properties to the tangible
assels acquired, consisting of land, inclusive of associated rights, and buildings, any assumed debt, identified intangible
assets and asset retirement obligations based on their relative fair values in accordance with Statement of Financial
Accounting Standards (“SFAS™) No. 142, “Goodwill and Other Intangible Assets.” ldentified intangible assets consist of
the fair value of above-market and below-market Icases, in-place leases, in-place tenant improvements and tenant
relationships.

Upon the compietion of a business combination, we record the tangible assels acquired, consisting of land and
buildings, any assumed debt, identificd intangible assets and asset retirement obligations based on their fair values in
accordance with SFAS No. 14!, “Business Combinations.” [dentified imangible assets ¢onsist of the fair value of above-
markel and below-market leases, in-place leases, in-place tenant improvements and tenant relationships. Any amount paid
in excess of the fair value of the acquired assets and liabilities is recorded as goodwill. If the value of the assets and
liabilities exceeds the total purchase price, then the resulting negative goodwill is allocated to the tangible assets acquired.

Initial valuations are subject to change until our information is finalized, which is no later than twelve months
from the acquisition datc.

We determine the fair value of assumed debt by calculating the net present value of the scheduled mortgage
paymenis using interest rates for debt with similar terms and remaining maturities thal management believes we could
obtain. Any difference between the fair value and stated value of the assumed debt is recorded as a discount or premium
and amortized over the remaining life of the loan,

The fair value of the tangible assets acquired, consisting of land and buildings, is determined by valuing the
property as if it were vacant, and the “as-if-vacant™ value is then allocated to land and buildings. Land values are derived
from appraisals, and building values are calculated as replacement cost less depreciation or management’s estimates of the
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Behringer Harvard REIT 1, Inc.
Notes to Consolidated Financial Statements

relative fair value of these assets using discounted cash flow analyses or similar methods. The value of buildings are
depreciated over the estimated useful life of 25 years using the straight-line method.

We determine the value of above-market and below-market in-place leascs for acquired propertics based on the
present value (using an interest rate that reflects the risks associated with the leases acquired) of the difference between (1)
the contractual amounts to be paid pursuant 10 the in-place leases and (2) manageraent’s estimate of current market lease
rates for the corresponding in-place leases, measured over a period equal to the determined term lease 1erm. We record the
fair value of above-market and below-market leases as intangible assets or intangible liabilities, respectively, and amortize
thetn as an adjustment to rental income over the determined lease term.

The total value of identified real estate intangible assets acquired is further allocated to in-place lease values, in-
place tenant improvements, in-place leasing commissions and tenant relationships based on our evaluation of the specific
characteristics of each tenant’s lease and our overall relationship with that respective tenant. The aggregate value for tenamt
improvements and leasing commissions is based on estimales of these costs incuned at inception of the acquired leases,
amortized through the date of acquisition. The aggregate value of in-place leases acquired and tenant relationships is
determined by applying a fair value model. The estimates of fair value of in-place leases includes an estimate of carrying
costs during the expected lease-up periods for the respective spaces considering current market conditions. In estimating
the carrying costs that would have otherwise been incurred had the leases not been in place, we include such items as real
estate taxes, insurance and other operating cxpenses as well as lost rental revenue during the expected lease-up period based
on current market conditions. The estimates of the fair value of tenant relationships also include costs 1o execute similar
leases including leasing commissions, legal and tenant improvements as well as an ustimate of the likelihood of renewal as
determined by management on a tenant-by-tenant basis.

We amortize the value of in-place leases and in-place tenant improvement:: to expense over the initial term of the
respective leases. The value of tenant relationship intangibles are amortized to 2xpense aver the initial term and any
anticipated renewal periods, but in no event docs the amortization period for intangible assets exceed the remaining
depreciable life of the building. Should a tenant terminate its lease, the unamortized portion of the in-place lease value and
tenant relationship intangibles would be charged to expense. The estimated remaining useful lives for acquired lease
intangibles range from 7 months to 11.0 years. Anticipated amortization associated with the acquired lease intangibles for
each of the following five years ended December 31 is as follows (in thousands):

Lease
Year Ending Intangibles
2008 $ 104,081
2009 79,275
2010 70.474
2011 52.578
2012 42,180

As of December 31, 2007 and 2006, accumulated depreciation and amortization related to our consolidated real
estate properties and related lease intangibles were as follows (in thousands):

Acquired
Buildings and lease Below-Market
2007 Inprovements Intanjibles Leases
Cost $ 3475898 $ 727,872 5 (198,516)
Less: depreciation and amontization (116,746) (100,158) 22,927
Net $ 3359152 3 $27,714 $ {175,58%)
Acquired
Buildings and lcase Below-Markel
2006 Iimprovements Intangibles Leases
Cost $ 1.680,077 $ 413,594 $ (107,840)
Less: depreciation and amontization (42,339) (46,580) 9,028
Net 3 1,637,738 $ $367.014 3 (98,812)
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Cash and Cash Equivalents

We consider investments in highly-liquid money market funds with original maturities of three months or less to
be cash equivalents.

Restricted Cash

Restricted cash includes subscription proceeds that are held in a separate account uniil the subscribing investors
are admitted as stockholders. We admit new stockholders at least monthly, Upoen acceptance of stockholders, shares of
stock are issued, and we receive the subscription proceeds. Restricted cash as of December 31, 2007 and 2006 also
included approximately $120.7 million and $100.1 million, respectively, held in restricted money market accounts, as
required by our lenders, for anticipated tenant expansions and improvements, property taxes and insurance for our
consolidated properties. Restricted cash at December 31, 2007 also included approximately $91.2 million held by a trustee
that will be used for the purpose of paying interest and principal amounts due on the convertible debentures. We had no
restricted cash held for convertible debentures at December 31, 2006.

Accounts Receivable

Accounts receivable primarily consist of receivables from tenants of our consolidated real estate properties. Our
allowance for doubtful accounts was approximately $0.5 million and $96,000 as of December 31, 2007 and 2006,
respectively.

Prepaid Expenses and Other Assets

Prepaid expenses and other assets include prepaid directors’ and officers’ insurance, rate lock loan deposits for
future borrowings to make future scquisitions, escrow deposits for the purchase of properties that we have coniracted to
acquire, as well as prepaid insurance and real estate taxes of properties we consolidate.

Goodwill

Goodwill consists of goodwill created in association with our purchase of all of the outstanding shares of the
subsidiaries of IPC US Real Estate Investment Trust (“IPC™) through a business combination that was completed on
December 12, 2007.

Investments in Unconsolidated Entitiex

[nvestments in unconsolidated entities consists of our undivided tenant-in-common (“TIC"} interests in various
office buildings located in Colorado, Minnesota, Missouri, Texas and the District of Columbia and eur non-controlling 60%
interest in the Wanamaker Building, located in Pennsytvania. Consolidation of these investments is not required as they do
not qualify as VIEs as defined in FIN No. 46R and do not meet the control requirement required for consolidation under
SOP 78-9, as amended by EITF 04-5.

We account for these investments using the equity method of accounting in accordance with SOP 78-9, as
amended by EITF 04-5. The equily method of accounting requires these investments to be initially recorded at cost and
subsequently increased (decreased) for our share of net income (loss), including eliminations for our share of inter-company
transactions and reduced when distributions are received. We use the equity method of accounting because the shared
decision-making involved in these investments creates an opportunity for us to have some influence on the operating and
financial decisions of these investments and thereby creates some responsibility by us for a return on our invesiment.
Therefore, it is appropriate 1o include our proportionate share of the results of operations of these investments in our
earnings or losses.

Impairment of Long-Lived Assets

For our consolidated properties, managemenl monitors events and changes in circumstances indicating that the
carrying amounts of the real estate assels may not be recoverable. When such events or changes in circumstances are
present, we assess potential impairment by comparing estimated future undiscounted operating cash flows expected to be
generated over the life of the asset including its eventual disposition, to the carrying amount of the asset. In the event that
the carrying amount exceeds the estimated future undiscounted operating cash flows, we recognize an impairment loss 1o
adjust the carrying amount of the asset to estimated fair value.

For real estate we own through an investment in a limited partnership, joint venture, TIC interest or other similar
investment structure, at each reporting date management will compare the estimated fair value of our invesiment to the
carrying value. An impairment charge is recorded to the extent the fair value of our investment is less than the carrying
amount and the decline in value is determined to be other than a temporary decline. There were no impairment charges
during the years ended December 31, 2007, 2006 or 2005.
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Deferred Financing Fees

Deferred financing fees are recorded at cost and arc amortized using a straight-line method that approximates the
effective interest method over the life of the related debt. Accumulated amortization of deferred financing fees was
approximately $4.2 million and $1.8 million as of December 31, 2007 and 2006, respectively.

Notes Receivable

We hold a $10.0 million mezzanine loan on the Galleria Office Towers in Houston, Texas. This investment earns
interest monthiy at a rate of LIBOR plus 750 basis points. The loan has 4 maturity date of December 31, 2008, with one
additional one-year extension remaining. Monthly payments of interest only are required with principal due at maturity.
As of December 31, 2007, the loan was eamning interest at 12,53%,

Notes receivable includes an approximately $3.0 million mortgage loan we made related to raw land held by third
parties for future development of additional office buildings at the Terrace in Austin, Texas. We have the exclusive right of
first offer to participate in the future development of the raw land. The annual inierest rate under the loan is fixed at 7.75%
through the malurity date of June 21, 2013. initial monthly payments of' interest only al a rate of 6.50% per annum are
required through the maturity date. The difference between the annual interest rate and 6.50% will be accrued and added to
the principal amount annually on the anniversary daie of the note. We purchased the developed portion of the Terrace, an
office park that currently includes four buildings, in June 2006 from parties related to the borrower of this mortgage loan.

Convertible Debentures

As part of our acquisition of the subsidiaries of IPC, we assumed a liability for convertible debentures that had not
been converted as of the dale of the acquisition. We also received an cqual amount of restricted cash which is held by a
trustee in the form of cash and short-term U.S. treasury bills. The restricted cash will be used by the trustee for the purpose
of paying interest and principal amounts due on the debentures as well s for the payment of any future conversions as
required by the original indenture agreements.

Asset Retirement Obligations

We record the fair valuc of any conditional assel retiremen obligations in accordance with FIN No. 47,
“Accounting for Conditional Asset Retirement Obligations,” if they can be reasonably estimated. As part of the anticipated
renovation of acquired properties, we will incur future costs for the abatement of regulated materials, primarily asbestos-
containing materials, as required under environmental regulations. Qur extimate of the fair value of the liabilities is based
on future anticipated costs to be incurred for the legal removal or remediation of the regulated materials. As of
December 31, 2007 and 2006, the balance of our asset retirement obligation is approximately $12.6 million and $0.5
million, respectively, and is included in other liabilities.

Revenue Recognition

We recognize remal income generated from all leases on real extate assets that we consolidate on a straight-line
basis over the terms of the respective leases, including the effect of rent holidays, if any. The total net increase to rental
revenues due to straipht-line rent adjustments for the years ended December 31, 2007, 2006 and 2005 was approximately
$22.3 million, $6.8 million and $1.2 million, respectively. As discussed above, our rental revenue also includes
amortization of above- and below-market leases. Revenues relating to leate termination fees are recognized at the time that
a tenant’s right to occupy the leased space is terminated and we have satisficd all obligations under the agreement.

Offering Costs

Our advisor funds certain organization and offering costs on our behalf. We are required to reimburse our advisor
for such organization and offering costs up to 1.5% of the cumulative capital raised in the Current Offering. Our advisor
received up to 2.5% and 2.0% of gross offering proceeds for reimbursement of organization and offering expenses incurred
in connection with the Initial Offering and the Second Offering, respectively. Organization and offering costs include items
such as legal and accounting fees, marketing, promotional and printing costs. All offering costs are recorded as an offset to
additional paid-in capital, and all organization costs are recorded as an expensc at the time we become liable for the
payment of these amounts.

Income Taxes

We have elected to be taxed as a REIT under Sections 856 through 860 of the Internal Revenue Code of 1986, as
amended (the “Code™), and have qualified as a REIT sincc the year ended December 31, 2004. To qualify as a REIT, we
must meet a number of organizational and operational requirements, including a requirement that we distribute at least 90%
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of our REIT taxable income 10 our stockholders. As a REIT, we generally will not be subject 1o federal income tax at the
corporate level. We are organized and operate in such a manner as 10 qualify for taxation as a REIT under the Code, and
we intend to continue to operate in such a manner, but no assurance can be given that we will operate in @ manner so as to
qualify or remain qualified as a REIT.

We acquired the subsidiaries of IPC on December 12, 2007 and intend to make an election for IPC (US), Inc. to be
taxed as a REIT for federal income tax purpeses for the tax year ending December 31, 2008. We believe IPC (US), Inc. is
organized and operates in a manner to qualify for this election, Prior 1o acquisition, IPC (US), Inc. was a taxable C-
Corporation, and for the year ended December 3t, 2007, IPC (US), Inc. will be treated as a taxable REIT subsidiary of the
company for federal income tax purposes. We believe we can recover the cost of our investment in the subsidiaries of I1PC
without ultimately incurring a tax liability atiributable to any underlying difference between the tax basis of the acquired

*assets and the financial reporting basis as a result of applying fair value in purchase accounting. Accordingly, we have not
recorded an income tax provision, or deferred taxes. except for the net operating loss carry-forward and other deferred tax
liabilities discussed below, with respect to IPC.

On December 31, 2001, the IRS released revised temporary and proposed regulations concerning the treatment of
net built-in gain of C-corporation assets that become assets of a REIT in a carryover basis transaction. The regulations
generally require the C-corporation to recognize gain and be subject to corporate-level tax as if it had sold all the assets
transferred at fair market value. In lieu of this treatment, the regulations permit the REIT 10 elect to be subject to the rules
of Seclion 1374 of the Code. These rules generally subject the REIT to the maximum corporate-level tax rate on these built-
in gains if recognized from the sale of the acquired assets within ten years of the transaction. We have determined that the
regulations are applicable to the assets held by 1PC (US), Inc, and subsidiaries and have elected to be subject to the rules of
Section 1374 of the Code for any built-in gain recognized within ten years of the acquisition of IPC (US), Inc. and
subsidiaries. However, we do not intend to dispose of any of the assets subject to this built-in gain in & manner that would
wrigger the tax liability.

Post acquisition net operating losses (“NOL") do not reduce the built-in gain subject to the Section 1374 tax.
However, any NOL carryovers that existed within 1IPC {(US), Inc. and subsidiaries at the time of acquisition are generally
available for future use and can offset any realized built-in gain subject to tax, As of December 31, 2007,IPC(US), Inc. and
subsidiaries had approximately $52 million of federal and state NOL carryovers, and the deferred tax assets associated with
the NOL carryovers is approximately $21 million at December 31, 2007. Based on our expectation to elect REIT status for
IPC (US), Inc. in 2008 and not to recognize any built-in gain during the ten year period after the IPC acquisition, a valuation
allowance has been established for approximately $21 million, as we do not expect to realize the acquired NOL carryover
deferred tax asset. The NOL carry-forwards will begin 10 expire in 2023. [n addition, at December 31, 2007, we have
deferred tax liabilities of approximately $3.9 million relaled to various state taxing jurisdictions.

We have reviewed our tax positions under FIN 48, “Accounting for Uncertainty in Income Taxes, an interpretation
of FASB Statement No. 109, (“FIN 48”). FIN 48 clarifies the relevant criteria and approach for the recognition and
measurement of uncertain tax positions. The interpretation prescribes a recognition threshold and measurement attribute
for the financial statement recognition of a tax position taken, or expected to be taken, in a tax return. A tax position may
only be recognized in the financial statements if it is more likely than not that the tax position will be sustained upon
examination. We believe it is more likely than not that our tax positions related 1o our status as a REIT will be sustained in
any tax examinations. In addition, we believe that it 1s more likely than not that our tax positions related to the taxable
REIT subsidiaries will be sustained in any tax examinations,

On May 18, 2006, the State of Texas enacted a new law which replaced the then-current state franchise tax with a
“margin tax.” 1In general, legal entities that conduct business in Texas are subject to the Texas margin tax, including
previously non-taxable entities such as REITs. For the year ended December 31, 2007, we recognized a current and
deferred provision of approximately $0.6 million related to the Texas margin tax. Also, a current tax obligation of
approximately $0.5 million bas been recorded at December 31, 2007 in association with this tax.

Stock Based Compensation

We have a stock-based incentive award plan for our directors and consultants and for employees, directors and
consultants of our affiliates. We account for this plan under the modified prospective method of Financial Accounting
Standards Board (“FASB”) SFAS No. 123R, “Share-Based Paymenl.” In the modified prospective method, compensation
cost is recognized for all share-based payments granted after the effective date and for all unvested awards granted prior to
the effective date. In accordance with SFAS No. 123R, prior period amounts were not restated. SFAS No. 123R also
requires the tax benefits associated with these share-based payments to be classified as financing activities in the
Consolidated Statements of Cash Flows, rather than as operating cash flows as required under previous regulations. For the
year ended December 31, 2007, we had no significant compensation cost related to these stock options.
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Concentration of Credit Risk

At December 31, 2007, we had cash and cash equivalents and resricted cash deposited in certain financial
institutions in excess of federally insured levels. We regularly monitor the financial stability of these financial institutions
and believe that we are not exposed to any significant credit risk in cash and cash equivalents or restricted cash.

Minority Interest

We hold a dircet or indirect majority interest in certain real estate parinerships and thus, consolidate the accounts
with and into our accounts. Minority interest in parinerships represents the third-party partners’ proportionate share of the
equity in consolidated real estate partnerships. Income and losses are allocated to minority interest holders based on their
weighted average percentage ownership during the year. : '

Minority interest also includes units of limited partnership interests issued by Behringer OP to third parties. [n
conjunction with the July 28, 2005 acquisition of Buena Vista Plaza, 393,260 units of limited partnership interests in
Behringer OP were issued at $8.90 per unit. At December 31, 2007 and 2006, Behringer OP had 432,586 units of limited
parinership imterest outstanding with third parties, after giving effect to the 10%, stock dividend issued Qctober |, 2005.
These units of limited pannership interest are convertible into an equal number of shares of our common stock.

Earnings per Share

Earnings per share is calculated based on the weighted average number ¢f common shares outstanding during each
period. As of December 31, 2007, we had options to purchase 55,500 shares of common stock outstanding at a weighted
average cxercise price of $9.13 and warrants to purchase 750,937 shares of common stock outstanding from the Initial
Offering a1 $10.91 per sharc which were issucd for the benefit of participating individual broker-dealers, each adjusted for
the 10% stock dividend issued October 1, 2005 if issucd prior 1o September 30, 2005, At December 31, 2007, Behringer
OP had 432.586 units of limited partnership interest outstanding with third partics, after giving effect to the 10% stock
dividend issued Octaber 1, 2005. These units of limited partnership interest are convertible into an equal number of shares
of our common stock. The weighted average shares and eamnings per share for ali periods presented in this report reflect the
effects of the stock dividend. These options, wartants and units of limited partnership interest are excluded from the
calculation of earnings per share for all periods presented in this repont because the effect would be anti-dilutive.

Reportable Segments

SFAS No. 131, “Disclosures about Segments of an Enterprise and Relaced Information,” ¢stablishes standards for
reporting financial and descriptive information about an enterprise’s reportable segments. OQur current business consists of
owning, managing, opcrating, leasing, acquiring, developing, investing in and disposing of real estate assets. All of our
consolidated revenues are from our consolidated real estate propertics. Our chief operating decision maker evaluates
operating performance on an individual property level and views all of our real «:state assels as one industry segment, and,
accordingly, all of our properties are aggregated into one reportable segment.

3 New Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements.” SFAS No. 157 establishes a
single authoritative definition of fair value, sets out a framework for measuting fair value, and requires additional
disclosures about fair value measurements. SFAS No. 157 applies only to fair value measurements that are already
requircd or permitied by other accounting standards, SFAS No. 157 is effective for fiscal years beginning after
November 15, 2007. We are in the process of determining the effect the adopticn of SFAS 157 will have on our financial
statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities - Including an Amendment of FASB Statement No. 115." The fair value option established by SFAS Ne. 159
permits all entities 10 choose to measure eligible itcms a1 fair value at specified election dates. A business entity will report
unrealized gains and losses on items for which the fair value option has been elected in eamings (or another performance
indicater if the business entity does nol report eamings) at each subsequent reparting date. SFAS No. 159 is effective for
fiscal years beginning after November 15, 2007. We have not elecied the fair value measurement option for any financial
assets or liabilities at the present time.

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations.” This Statemen replaces SFAS
No. 141 “Business Combinations” but retains the fundamenta! requirement that the acquisition method of accounting, or
purchase method, be used for all business combinations and for an acquirer to b identified for each business combination.
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This Statement is broader in scope than thar of Statement 14], which applied only to business combinations in which
control was obtained by transferring consideration. SFAS 141R applies the same method of accounting (the acquisition
method) to all transactions and other events in which one entity obtains control over one or more other businesses. This
Statement also makes centain other modifications to Statement 141, including a broader definition of a business and the
requirement that acquisition related costs are expensed as incurred. This statement applies to business combinations
oceurring on or after the begianing of the first annual reporting period beginning on or after December 15, 2008. Early
adoption is not allowed. We are currently assessing the effect SFAS No. 141(R) may have on our consolidated results of
operations and financial position.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling [nterests in Consolidated Financial
Statements - an amendment of ARB No, 51." The objective of FASB No. 160 is to improve the relevance, comparability,
and transparency of the financial information that a reporting entity provides in its consolidated financial statements by
establishing accounting and reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of
a subsidiary. It also amends cerain of ARB 51’s consolidation procedures for consistency with the requirements of FASB
No. 14]1(R). This Statement is effective for fiscal years, and interim periods within those fiscal years, beginning on or after
December 15, 2008. Earlicr adoption is prohibited. This Statement shall be applied prospectively as of the beginning of
the fiscal year in which this Statement is initially applied, except for the presentation and disclosure requirements. The
presentation and disclosure requiremenis shall be applied retrospectively for all periods prescnted.

4. Acquisitions

Real Extate Asset Acquisitions

The following table provides a summary of the real estate assets we acquired during the fiscal year ended December 31,
2007:

Approximate Rentable Approximate Purchase Price
Daie Square Foolape Encumbrances {including closing cosis)

Propeny Name Location acquired (unaudiled) (in millions) {(in millions}
Centreport Office Center Ft. Worth, TX 0&/14/07 133,000 § - $ 18.9
200 South Wacker Chicago, IL 11/01/07 755,000 95.5 160.1
One Financial Place Chicago, IL 11/01/07 1,036,000 188.6 3250
10 & 120 South Riverside Chicago, IL 11/01/07 1,411,000 2250 374
111 Woodcrest Cherry Hill, N} 11/20/07 53,000 - 6.7

3388000 § 509.1 3 882.1

Business Combination

On December 12, 2007, we completed the purchase of the subsidiaries of [PC, which includes a portfolio of
interests in 34 office properties, comprising a total of approximately 9.6 million square feet of rentable space. The
acquisition diversifies our porifolio from a geographic prospective. The total purchase price of this acquisition was
approximatety $1.4 billion. The acquisition was funded with approximately $363.8 million of cash, approximately $739.8
million of assumed debt and borrowings of approximately $340.0 million under a secured credit facility.

The acquired intangible assets and liabilities are amortized over the terms of the acquired leases or remaining
lives of the assumed morigages. The estimated weighted average remaining terms of the acquired leases is approximately
5.8 years and the estimated weighted average remaining lives of the assumed loans is approximately 7.1 years. We are in
the process of finalizing the allocation, which is subject to change until our information is finalized, no later than twelve
months from the acquisition date.

The following summary provides the initial allocation of assets and liabilities of the subsidiaries of IPC as of the
date of acquisition (in thousands).
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Land

Buildings

Lease intungibles
Cash

Restricted cash
Other assets
Goodwill

Notcs receivable

Investment in unconsolidated entities

Liabilities assumed
Minority intercst
Net assets acquired

Allocation

168,860
1,026,395
186,487
14. 706
127,770
26.162
19922
10,844
54,081
(916,076)
(15.324)

703,827

The following is a summary of the properties of the IPC subsidiaries ve acquired:

Approximaic Rentable

Pe centage Square Foolage

Property Name Location owncrship {unaudited)
Wanamaker Building Philadelphia, PA 60% 1,390,000
1650 Arch Street Philadelphia, PA 90% 553,000
United Plaza Philadelphia, PA 100% 617,000
11 Stanwix Street Pittsburg, PA 1 00% 428,000
One Oximoor Place Louisville, KY 100% 135,000
Hurstboume Place Louisville, KY 100% 235,000
Hurstboume Park Louisville, KY 100% 104,000
Hurstboume Plaza Louisville, KY 100% 94,000
Forum Office Park Louisville, KY 100% 328,000
Lakeview Louisville, KY 100% 76.000
Steeplechase Place Louisville, KY 10% 77,000
Huntington Louisville, KY 100% 62,000
Exccutive Park Louisville, KY 110% 109,000
Encegy Centre New Orleans, LA 83% 757,000
Bank of America Plaza-NV Las Vegas, NV 100% 256,000
KeyBank Center Cleveland, OH 160% 478,000
Edgewater Plaza Staten Island, NY 100% 252,000
Ticc Building Woodcliff Lake, NJ 160% 120,000
222 Bloomingdale Road White Plains, NY 100% 140,000
Fifth Third Center - Columbus Columbus, OH 100% 331,000
City Center S1. Petersburg, FL 100% 242,000
Eisenhower Blvd Tampa, FL 100% 130,000
Royal Carribean Center Miramar, FL 8% 129,000
DeVry Instituie Miramar, FL 86% 94,000
Crescent Center Memphis, TN 0% 336,000
Metro Center Nashville, TN 100% 361,000
Loop Central Houston, TX 100%% 575,000
Epic Center Wichila, KS 100% 289,000
One Brittany Place Wichita, KS 106% 58,000
Two Brittany Place Wichita, KS 100% 58,000
City Hall Place Manchester, NH 100% 210,000
801 Thompson Rockville, MD 100% 51,000
One & Two Chestnut Place Worchester, MA 100% 218.000
500 East Pratt Baltimore, MD 100% 230,000

9,573,000
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Our Consolidated Statements of Operations include the operations of the subsidianes of [PC for the period from
December 12, 2007 {the date of acquisition) through December 31, 2007. The following summary presents the results of
operations (in thousands) for the years ended December 31, 2007 and 2006, on an unaudited pro forma basis, as if the
transaction had occurred as of January | of the respective years. The proforma results are for illustrative purposes only and
do not purport to be indicative of the actual results that would have occurred had the transaction occurred on January | of
the respective years, nor are they indicative of results of operations that may occur in the future.

2007 2006

Total revenue $ 570,088 $ 550,483
Total expenses ' (732,012 (714,082)
Interest income 25,540 4,963
Cain on sale of assets 44 66,514
(Benefit)/ provision for income taxes 686 (4,166)
Minority interest (2,851) (4,399)
Equity in camings (losses) of investments (1,139 11,130
Net loss $ (139,644) by {89,557
Basic and diluted weighted

average shares outstanding 171,544 147,549
Basic and diluted loss per share 5 (0.81}) b (0.61)

5. Investments in Unconsolidated Entities

The following is a summary of our investments in unconsolidated entities as of December 31, 2007 and 2006 (in
thousands): o

2007 . 2006 2007 2006

ownership  ownership  Carrying Value Carrying Value

Property Name Interest Inierest of Investment of Investment
Minnesota Center 93.07% 93.07% 3 41,144 5 42,405
Enclave on the Lake 36.31% 36.31% 8,598 9,196
St. Louis Place 35.71% 35 M% 10,613 10,984
Colorado Building 95.20% 81.49% 43,763 37,831
Travis Tower 60.43% 60.43% 31,295 32,510
Alamo Plaza 33.93% 30.58% 13,527 12,695
Wanamaker Building 60.00% - 54,272 -
Total $ 203212 $ 145621

Qur investments in unconsolidated entities as of December 31, 2007 and 2006 consisted of our proportionate share
of the combined assets and ltabilities of our investment properties as follows (in thousands):
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2007 2006

Land $ 79,423 $ 33,380
Buildings, net 2:9,382 166,589
Leasc intangibles, net 52,039 27,498
Cash and cash equivalents 12,650 3,783
Restricted cash 18,850 15,286
Accounts receivable and other assets 7,621 3,825
Total assets g 427,965 $ 250,361
Notes payable (1) $ 81,772 5 -

Acquired below market lease intangibles. nci 15,854 2,983
Other liabililies ) . 2264 5,668
Total liabilitics 107,890 8,651
Equity 322075 241,710
Total liabilities and equity 5 429,965 s 250,361

(1} This amount represents the notes payable for the Wanamaker Building only. Each of the TIC investors,
including us, is a borrower under the TIC notes payable. Cur portion of the TIC notes payable was
approximately $99.4 million and approximately $95.4 million at December 31, 2007 and 2006, respectively
and is reflected in the consolidated noles payable on our balance sneet.

In 2007, we recorded approximately $5.1 million of cquity in earnings and approximately $10.9 million of
distributions from our investments in unconsolidated entities. During 2007, we increased our TIC interest in two of our
TIC properties and we acquired a 60% non-controlling interest in the Wanamaker Building, as part of our acquisition of the
subsidiaries of [PC in December 2007. During 2006, we increased our ownership in iwo of our TIC propertics and we
acquired alt of the remaining TIC interests in the Pratt Building, and since December 31, 2006, the Pratt Building was our
wholly-owned consolidated property. Our cquity in camings from these investments is our proportionate share of the
combined eamings of our unconsolidated properties for the years ended Decembier 31, 2007, 2006 and 2005 as follows (in
thousands):

2007 2006 2005
Revenue S 41,223 $ 46,941 $ 42,584
Operating expenses:
Operating expenses 1,512 13,227 11,867
Property toxes 5,493 5,870 5,249
Total gperating expenses 17,005 19,097 17,116
Opemting income 24218 27,844 25,468
Non-operating {income) expenses:
Depreciation and amortintion ’ 14,986 18,486 18.823
{Inicrest income)interest expense and bank fees, net 373 . (368) (156)
Total non-operating expenses 15,359 18,118 18,667
Net income 5 8859 s 9.726 b3 6.801
Company's share of net income S 5117 g 4.804 $ 3,115
Company's share of total distributions 3 10929 § 11,030 $ 10371

6. Minority Interest

As pant of our acquisition of the subsidiarics of IPC, we acquired majority interest in cenain real estale
partnerships and thus, consolidate the accounts with and into our accounts. Minority interest in partnerships represents the
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third-party partners’ proponionate share of the equity in consolidaied real estate partnerships. Income and losses are
allocated to minority interest holders based on their weighted average percentage ownership during the year.

Minority interest also includes units of limited partnership interests issued by Behringer OP to third parties. In
conjunction with the July 28, 2005 acquisition of Buena Vista Plaza, 393,260 units of limited partnership interests in
Behringer OP were issued at $8.90 per unit, At December 31, 2007 and 2006, Behringer OP had 432,586 units of limited
parnership interest outstanding with third parties, after giving effect 1o the 10% stock dividend issued October 1, 2005.
These units of limited paninership interest are convertible imo an equal number of shares of our common stock.

The following table is a summary of our minerity interest investments (in thousands):

Year ended December 31,

2007 2006
Non-controlling interests $ 15,267 ) -
Limited partnership units 2,782 3.072

3 18,049 3 3072

7. Capitalized Costs

We capitalize interest, property taxes, insurance and construction costs on our real estate propertics under
development, which inciude the development of a new building at Eldridge Place in Housten, Texas and the development
of a parking facility at our Burneut Plaza property in Ft. Worth, Texas, For the year ended December 31, 2007, we
capitalized a total of approximaely $7.0 million in costs associated with real estate under development, including
approximately $0.3 million in interest for real estate under development.

8. Leasing Activity

Future minimum base rental payments due to us under non-cancelable leases in effect as of December 31, 2007,
for properties we consolidate are as follows (in thousands):

2008 5 384525

2009 352,985
2010 319,635
2011 266,765
2012 225,559
Thereafter 947,634
Total $ 2,497,
9. Derivative Instruments and Hedging Activities

We account for our derivatives and hedging activities under SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities,” as amended and interpreted. In December 2007, we entered into two interest rate
swap agreements associated with our credit facility. For the year ended December 31, 2007, we recognized a
comprehensive loss of approximately $1.4 million to adjust the carrying amount of these interest rate swaps to fair value at
December 31, 2007.

We may be exposed to the risk associated with variabitity of interest rates that might impact our cash flows and
our results of operations. The hedging strategy, therefore, is to eliminate or reduce, to the extent possible, the volatility of
cash flows. During 2007, the swap agreement reduccd interest expense by approximately $0.1 million. The following table
summarizes the notional value and fair value of our derivative financial instrument as of December 31, 2007. The notional
value provides an indication of the cxtent of our involvement in this instrument at December 31, 2007, but does not
represcnt exposure to credit, interest rate, or market risks (in thousandsj,

Interest Swap Interest Swap
Hedze Type Nottonal Value Pay Rate Receive Rate Maturity Fair Value
Intcrest rate swap - cash flow 3 100,000 1.9925% 30-day LIBOR December 13, 2010 b {614)
Inierest rate swap - cash flow $ 100,000 3.9925% 30<«lay LIBOR December 13,2010 $ (614)
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Over time the unrealized loss held in accumulated other comprehensive ncome related to certain cash flow hedges
will be reclassified to eamings, of which approximately $26,000 is expected to be reclassified in 2008. No amounts were
reclassified to earings for the year ended December 31, 2007. This reclassificz tion will correlate with the recognition of
the hedged interest payment in earnings. There was no hedge ineffectiveness during the year ended December 31, 2007,

10. Notes Payable

Our notes payable has increased to approximately $3.2 billion at December 31, 2007 from approximately $1.6
bitlion at December 31, 2006 as a result of borrowings and assumptions of debt r:lated to our property acquisiions, as well
as the credit facility we cntered into in December 2007. Each of our mortgage loans is collateralized by one or more of our
properties. At December 31, 2007, our notes payable interest rates range from 5.02% to 8.33%, with a weighted average
interest rate of approximately 5.73%. Of our approximately $3.2 billion in notes payable at December 31, 2007,
approximately $143.0 million represented debt subject to variable interest rates. At December 31, 2007, our notes payable
have maturity dates that range from Juty 2009 to October 2030. Our loan agreements generally stipulate that we comply
with certain reporting and financial covenants. These covenants include among ather things, notifying the lender of any
change in management and maintaining minimum debt service coverage ratios. At December 31, 2007 and 2006, we were
in compliance with each of the debi covenants under our loan agreements. As of February 1, 2008 we were in default on an
approximately $28.5 million loan agreement related to failure to make certain es:row payments on a loan assumed as part
of our acquisition of the subsidiaries of IPC. On March 19, 2008, in connection with a planned transfer of the associated
asset, we entered into an amendment to the loan agreement under which the lende - has agreed not to accelerate the loan.

The following table summarizes our notes payable as of December 31, 2007 (in thousands):

Principal payments due in:

2008 s 11,225

2009 32,713

2010 413,520

2011 596,818

2012 127,906
Thereafter 2,016,566
unamortized discount (605)
Total 5 3,198,143

e, Convertible Debentures

As of December 31, 2007, we had a liability for convertible debentur:s of approximately $91.2 million. The
balance reflects the liabikity assumed in the acquisition of the subsidiaries of IPC for the convertible debentures that had not
been converted prior to the acquisition, We have restricted cash on our balance sheet that is held by a trustee in the form of
cash and short-term U.S. treasury bills that will be used by the trustee for the purpose of paying interest and principal
amounts due on the debentures as well as for the payment of any future conversions as required by the original indenture
agreements. The convertible debentures are convertible at the option of the holder at a conversion price of $9.75 per unir.

12. Stockholders’ Equity
Capiralization

As of December 31, 2007, we had 205,562,785 shares of our common stock outstanding, including the effect of
distribution reinvestments, redemptions, and 22,000 shares issued to Behringer Harvard Holdings and shares issued on
October 1, 2005 pursuant to a 10% stock dividend. On May 11, 2005, our Board of Directors declared a special 10% stock
dividend for holders on record as of September 30, 2005 to be issued on October 1, 2005, The weighted average shares and
earnings per share for each period presented in this report reflect the effects of the stock dividend. As of December 31,
2006, we had 121,884,470 shares of our common stock outstanding, including 22,000 shares owned by Behringer Harvard
Holdings and the 10% stock divided issued in 2005. As of December 31, 2007 and 2006, we had no shares of preferred
stock issued and outstanding. As of December 31, 2007, options to purchase: 55,500 shares of common stock were
oustanding and none had been exercised. As of December 31, 2006, options to purchase 40,500 shares of common stock
were outstanding. As of December 31, 2007 and 2006, warrants to purchase 750,937 shares from the Initial Offering had
been issued for the benefit of participating individual broker-dealers. in conjunction with the July 28, 2005 acquisition of
Buena Vista Plaza, 393,260 units of limited partnership interests in Behringer (P were issued at $8.90 per unit. As of
December 31, 2007 and 2006, 432,586 units of limited partnership interests in Behringer OP had been issued, which
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includes the 10% stock dividend issued October 1, 2005. These limited parinership interests are convertible into an equal
number of shares of our common stock. We sold 1,000 shares of our convertible stock to Behringer Advisors for $1,000 on
March 22, 2006. Pursuant 10 its terms, the convertible stock is convertible into shares of our common stock with a value
cqual 10 15% of the amount by which (1) our enterprise value, including the total amount of distributions paid to our
stockholders, exceeds (2) the sum of the agpregate capital invested by stockholders plus a 9% cumulative, non-
compounded, annual return on such capital.

Distributions

We initiated the payment of monthly distributions in November 2003 in the amount of a 7% annualized g of
rerurn, based on an investment in our common stock of $10.00 per share and calculated on a daily record basis of
$0.0019178 per share. Since August 2007, the declared distributions has been equal to a daily amount of $.0017260 per
share of common stock, which is equivalent to an annual distribution rate of 6.3% assuming the share was purchased for
$10.00.

We have a distribution reinvestment plan (“DRIP”) whereby stockholders may elect to reinvest any cash
distribution in additional shares of common stock. We record all distributions when declared, except that the stock issued
through the DRIP is recorded when the shares are actually issued. In both 2007 and 2006, approximately $0.3 million of
distributions declared in connection with our limited partnership units are recorded as a reduction to minority interest. Of
the amounts distributed by us in 2007, approximately 82.5% represented a return of capital and 17.5% were distributions
from the taxable earnings of real esiate operations. The following are the distributions declared during the years ended
December 31, 2007 and 2006 (in thousands):

Total Cash DRIP

2007
dth Quaner S 31,982 $ 15,259 $ 16723
Ird Quaner 322 - 15,123 15,999
2nd Quarter 28,788 14,305 14,483
Ist Quaner 22918 11,607 11,311
. Total £ 114810 § 56,294 $ 58516

2006
41h Quarter by 19,726 b3 9,939 $ 9737
3rd Quarnter 16.690 8,409 8,281
2nd Quarter 14,339 7,143 7,196
Ist Quaner 12,461 6,201 6,260
Total $ 63,216 $ 31,742 $ 31474

Share Redemption Program

Our board of directors has authorized a share redemption progrom for investors who hold their shares for more
than onc year. The purchase price for the redcemed shares is set forth in the prospectus for our Current Offering of
common stock as supplemented from time to time. Our board of directors reserves the right in its sole discretion at any
time, and from time to lime, 10 (1) waive the one-ycar holding period in the event of the death, disability or bankruptcy of a
stockholder or other exigent circumstances, (2) reject any request for redemption, (3) change the purchase price for
redemptions, or (4} terminate, suspend or amend the share redemption program. Under the terms of the plan, during any
calendar year, we will not redeem in excess of 5% of the weighted average number of shares outstanding during the twelve-
month period immediately prior 1o the date of redemption. In addition, our board of directors will determine whether we
have sufficient cash, from operations to repurchase shares, and such purchases will generally be limited to proceeds of our
distribution reinvestment plan plus 1% of operating cash flow for the previous fiscal year. We redeemed approximately 2.3
million shares for approximately $20.0 million in the year ended December 31, 2007: we redeemed approximately 680,000
shares for approximately $5.9 million in the ycar ended December 31, 2006; and we redeemed approximately 150,000
shares for approximately $1.4 million in the year cnded December 31, 2005,

13. Stock Plans

Our stockhelders have approved and adopted the 2005 incentive Award Plan, which allows for cquity-based
incentive awards to be granted to our directors and consultants and employees, directors and consultants of our affiliates.
The 2005 Incentive Award Plan replaced the Non-Employee Director Stock Qption Plan, the Non-Employee Director
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Warrant Plan and the 2002 Employee Stock Option Plan, each of which was terminated upon the approval of the 2005
Incentive Award Plan. As of December 31, 2007, we had options to purchase 55,500 shares of common stock outstanding
at 2 weighted average excrcise price of $9.13. These options vest over one year from the date granted and have a maximum
term of ten years. All of these options were anti-dilutive for the years ended Dzcember 31, 2007, 2006 and 2005.

14. Related Party Transactions

Our advisor and cenain of its affiliates received fees and compensanon in connection with our Offerings, and in
connection with the acquisition, management and sale of our assets.

Behringer Securities LP (“Behringer Securities”), an affiliate of our tdvisor, serves as the dealer manager for the
Offerings and reccives commissions of up to 7% of gross offering proceeds (1% for sales under our DRIP) before
reallowance of commissions eamed by participating broker-dealers. In connection with the Current Offering, up 10 2.5% of
gross proceeds before reallowance 1o participating brokes-dealers are paid to Echringer Securities as a dealer manager fee,
except that no dealer manager fee is paid on purchascs made pursuant to our DRIP. in connection with the Initial Offering
and the Second Offering, up 10 2.5% and 2.0%, respectively, of gross proceed: before reallowance to participating broker-
dealers were paid to Behringer Securities as a dealer manager fee; except that no dealer manager fee was paid on purchases
made pursuant to our DRIP. in the Current Offering, Behringer Securities reallows all of its commissions to participating
broker-dealers and reallows a portion of its dealer manager fee of up 1o 2.0% of the gross offcring proceeds to be paid to
such participating broker-dcalers; provided. however, that Behringer Securities may reallow, in the aggregate, no more than
1.5% of gross offering proceeds for marketing fces and expenses, bona fide training and educational mectings and non-
jtemized. non-invoiced due diligence efforts, and no more than 0.5% of gross offering proceeds for bona fide, scparately
invoiced due diligence expenses incurred as fees, costs and other expenses from third parties. In the year ended
December 31, 2007, Behringer Securities’ commissions and dealer manager fees totaled approximately $54.8 million and
approximately $20.0 million, respectively, and were recorded as a reduction of udditional paid-in capital. In the year ended
December 31, 2006, Behringer Securities’ commissions and dealer manager fees totaled approximately $34.8 million and
approximately $10.9 million, respectively, and were recorded as a reduction of additional paid-in capital.

Our advisor, Behringer Advisors, or its affiliates, rcceives up 1o 1.5% of gross offering proceeds for
reimbursement of offering expenscs incurred in connection with the Current Offering: except that no offering expenscs are
reimbursed with respect 10 purchases made pursuant to our DRIP. Reimbursement of offering expenses incurred in
connection with the Initial Offering and Second Offering were made at the rate of 2.5% and 2% of gross offering proceeds,
respectively; except that no offering expenses were reimbursed with respect to purchases made pursuant to our DRIP,
Approximately $12.0 million and $9.5 million of offering expenses were reimbursable by us and were recorded as a
reduction of additional paid-in capital for the years ended December 31, 2007 and 2006, respectively. Behringer Advisors
or its affiliates determines the amount of offering expenses owed based on specific invoice identification as well as an
allocation of costs to vs and other Behringer Harvard programs, based on respective equity offering results of those entities
in offering.

In connection with the Initial Offering and for acquisitions made prior to February 11, 2005, Behringer Advisors
or its affiliates also received acquisition and advisory fees of up 10 3% of the contract purchase price of each assct for the
acquisition, development or construction of real property or, with respect to any mongage loan, up to 3% of the funds
advanced for the purchase or making of a mortgage loan. In connection with the Sccond Offering and Current Offering,
Behringer Advisors or its affiliates receive acquisition and advisory fees of up to 2.5% of (1) the purchase price of real
estale investments acquired directly by us, including any debt attributable 1o these investments, or (2) when we make an
investment indirectly through another entity, our pro rata share of the gross ass:t value of real estate investments held by
that entity. Behringer Advisors or its affiliates also receive up to 0.5% of the contract purchasc price of the real estate
assets we acquire or, with respect to the making or purchase of a mongage loan up to 0.5% of the funds advanced, for
reimbursement of expenses related to making investments. Behringer Advisors received approximately $67.5 million and
$46.6 million in acquisition and advisory fees and expenses for the investments we acquired for the years ended December
31, 2007 and 2006, respectively. We capilalize these fees as part of our real estate, goodwill or investments in
unconsolidated entities.

We have paid and expect to pay in the future HPT Management Services LP ("HPT Management™), our property
manager and an affiliate of our advisor, fees for the management and leasing of o ir properties, which may be subcontracted
to unaffiliated third partics. We expect these fees to equal 3% of gross revenuus of the respective property, plus leasing
commissions based upon the customary leasing commission applicable to the geographic location of the respective
property. In the event that we contract directly with a non-affiliated third party property manager in respect of a propenty,
we will pay HPT Management an oversight fee equal to 1% of gross revenues of the property managed. In no cvent will
we pay both a property management fee and an oversight fee to HPT Management with respect to any particular property.
We incurred and expensed fees of approximately $8.5 million, $4.3 million and 1.5 million in the years ended December
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31, 2007, 2006, and 2005 respectively, for the services provided by HPT Management in connection with our real estate
and T1C investments.

In connection with the Inittal Offering, we paid Behringer Advisors an annual assel management fee of 0.5% of
aggregate asset value for periods prior to March 2005. Any portion of the asset management fee may be deferred and paid
in a subsequent year. In connection with the Second Offering and the Current Offering, depending on the nature of the
assel at the time the fee is incurred, we pay Behringer Advisors an annual asset management fee of either (1) 0.6% of
aggregate asset value for operating assets or (2) 0.6% of total contract purchase price plus budget improvement costs for
development or redevelopment assets (each fee payable monthly in an amount equal to one-twelfth of 0.6% of such total
amount as of the date it is determinable). In the ycar ended December 31, 2007 we incurred and expensed approximately
$13.6 million of asset management fees. In the year ended December 31, 2006, we incurred and expensed approximately
$5.1 million of asset management fees. Asset management fees of approximately $1.0 million and $2.7 million were
waived for the years ended December 31, 2007 and 2006, respectively. In the year ended December 31, 2005 we incurred
and expensed approximately $1.9 million of asset management fees.

We pay Behringer Advisors or its affiliates a debt financing fee equal to 1% of the amount available under any
debt made available 10 us, We incurred approximately $17.8 million and $11.1 million of such debt financing fees for the
years ended December 31, 2007 and 2006, respectively.

Behringer Advisors or its affiliates is also paid fees if the advisor provides a substantial amount of services, as
determined by our independent directors, in connection with the sale of one or more properties. In such event, we will pay
the advisor an amount not exceeding the lesser of: {A) one-half of the aggregate brokerage commission paid (including the
subordinated disposition fee) or if none is paid, the amount that customarily would be paid, or (B) (1) 3% of the sales price
of each property sold, or (2) in the case of the sale of any asset other than real property, 3% of the sales price of such assets.
This fee will not be earned or paid unless and until the investors have received total distributions (excluding the 10% stock
dividend) in an amount equal to or greater than the sum of the aggregate capital contributions by investors plus a 9%
annual, cumulative, non-compounded, return on such capital contributions. Subordinated disposition fees that are not
payable at the date of sale, because investors have not yet received their required minimum distributions, will be deferred
and paid a1 such time as these subordination conditions have been satisfied. In addition, afier investors have received a
retumn of their capital contributions and a 9% annual, cwnulative, non-compounded return, then Behringer Advisors is
entitled to 15% of remaining net sales proceeds. Subordinated participation in net sales proceeds that are not payable at the
date of sale, because investors have not yel received their required minimum distribution, will be deferred and paid at such
time as the subordination conditions have becn satisfied. The subordinated panicipation in net sales proceeds will be
reduced or eliminated upon the determination of the number of shares of common stock issuable upon conversion of our
convertible stock.

Upon listing of our common stock on a national securities exchange, a listing fee will be paid to Behringer
Advisors equal to 15% of the amount by which the market value of our outstanding stock plus distributions we paid prior to
listing exceeds the sum of (1) the total amount of capital raised from investors and (2} a 9% annual, cumulative, non-
compounded return to investors on their capital contributions. The subordinated listing fee will be reduced or eliminated
upon the determination of the number of shares of common stock issuable upon conversion of our convertible stock. Upon
termination of the Advisory Agreement with Behringer Advisors, a performance fee will be paid 1o Behringer Advisors of
15% of the amount by which our appraised asset value at the time of such termination exceeds the aggregate capital
contributions contributed by investors plus payment 1o investors of a 9% annual, cumulative, non-compounded return on
the capital contributed by investors. Persons independent of us and independent of our advisor will perform such appraisal
of our asset valuc. No performance fee will be paid if we have already paid or become obligated to pay Behringer Advisors
a listing fee. The subordinated performance fee will be reduced or eliminated upon the determination of the number of
shares of common stock issuable upon conversion of our convertible stock.

We will reimburse Behringer Advisors for all expenses it pays or incurs in connection with the services it provides
10 us, subject to the limitation that we will not reimburse for any amount by which the advisor's operaling expenses
(including the asset management fee) at the end of the four fiscal quarters immediately preceding the date reimbursement is
sought exceeds the greater of: (1} 2% of our average invested assets, or (2) 25% of our net income for that four quarter
period other than any additions to reserves for depreciation, bad debts or ather similar non-cash reserves and any gain from
the sale of our assets for that period.

At December 31, 2007, we had a payable to related partics of approximately $8.2 million. This balance consists
primarily of offering costs payable to Behringer Advisors and management fees payable 1o HPT Management. At
December 31, 2007, we had a receivable from related parties of approximately $1.0 million. This balance consists
primarily of reimbursements due from HPT Management. At December 31, 2006, we had a payable to related parties of
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approximately $2.1 million. This balance consisted primarily of management fees payable to HPT Management and
commissions payable to Behringer Securities.

We are dependent on Behringer Advisors, Behringer Securities and HPT Management for certain services that are
essential to us, including the sale of shares of our common stock, asset acqu sition and disposition decisions, property
management and leasing services and other general administrative responsibilitius. In the event that these companies were
unable to provide us with the respective services, we would be required to obtain such services from other sources.

15. Commitments and Contingencies

As of December 31, 2007, we had commitments of approximately $28.7 million for future tenant improvements
and lease incentives,

We have a land purchase agreement for our One Oxmoor Place propenty located in Louisville, Kentucky under
which we pay annual rental payments of approximately $0.3 million. We are commitied to purchase the land for
approximately $5.4 million on or before December 31, 2008.  This liability is in:luded in our other lizbilities at December
31,2007

16. Fair Value Disclosure of Financial Instruments

We determined the following disclosure of estimated fair values using available market information and
appropriate valuation methodologies. However, considerable judgmeni is necessary to interpret market data and develop
the related estimates of foir value. Accordingly, the estimates presented herein are not necessarily indicative of the amounts
that could be realized upon disposition of the financial instruments. The use of different market assumptions and/or
estimation methodologies may have a material effect on the estimated fair value ainounts.

As of December 31, 2007 and 2006, management estimated the camying value of cash and cash cquivalents,
restricted cash, accounts receivable, accounts payable, accrued expenses and other liabilities and distributions payable were
at amounts that reasonably approximated their fair value based on their highly-liquid nature and/or short-term maturities.
The carrying value of our notes receivable reasonably approximates fair value baved on expected interest rates for notes to
similar borrowers with similar terms and remaining maturities.

The notes payable totaling approximately $3.2 billion as of December 31, 2007 have a fair value of approximately
$3.1 billion based upon interest rates for notes with similar terms and remaining maturities that management believes we
could obtain. The notes payable totaling approximately $1.6 billion as of December 3t, 2006 had a fair value
approximately an cqual amount based upon interest rates for notes with similar terms and remaining maturities that
management believes could have been obtained as of that date.

The fair value estimate presented herein is based on information availabl: to our management as of December 31,
2007 and 2006. Although our management is not aware of any factors that would significantly affect the estimated fair
value amount. such amount has not been comprehensively revalued for purposes of these consolidated financial statements
since that date, and current estimates of fair value may differ significantly from the amounts presented herein.

17. Supplemental Cash Flow Information

Supplemental cash flow information is summarized below for the years ended December 31, 2007, 2006 and 2005:

2007 2006 2005

Interest paid, net of amounts capitalized 5 94,158 S 44,163 5 11,998
Non-cash investing activities:

Property and equipment additions in accrued liabilities S 142 $ 3075 s 700
Non-¢ash financing activities:

Cormmon stock issucd in distribution reinvestment plan S 56,283 S 29,786 S 11,007

Stock dividend - - 49,487

Lirmited pannership units issued in purchase of real estate - -, 3,500

Montgage notes assumed in property acquisilions

and business combinations 1,251,086 144,400 -
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18. Stock Dividend

On May 11, 2005, our Board of Directors declared a special 10% stock dividend for holders of record as of
September 30, 2005, with an issue date of October |, 2005. In accordance with SFAS No. 128, "Eamings per Share,” we
are required 1o reflect the effects of the stock dividend in our weighted average shares outstanding for each of the periods
presented in our financial statements. Therefore, the earnings per share for each period presented reflects the effects of the
stock dividend.

19. Quarterly Results {(Unaudited)

Presented below is a summary of the unaudited quarterly financial information for the years ended December 31,
2007 and 2006 (in thousands except per share data):

2007 Quarters ended March 31 June 30 September 30 December 31
Rental revenue 8 73,467 S 0685811 ) 70,748 5 101,195
Net loss (10,657) {9.231) (6,133) {15,610)
Weighted average shares oulstanding 132,000 164,112 188,347 200,778
Basic and diluted loss per share ] (008) $ (0.06) 3 (0.03) S§ (0.08)
2006 Quarters ended March 31 June 3¢ September 30 December 31
Rental revenue $ 22,560 $ 31,892 $ 47,856 % 58,998
Net loss {585} (3,039) (8,375) (10,433)
Weighted average shares outstanding 71,707 81,585 93,959 110,818
Basic and diluted loss per share 5 (0.0 3 (0.04) % (0,09 % (0.09)

20. Subsequent Events

On January |5, 2008, we acquired a three-story office building containing approximately 143,000 {(unaudited)
rentable square feet located on approximatcly nine acres {unaudited) of land in Houston, Texas (“Westway One™). The
purchase price of Westway One of approximately $34.8 million was paid entirely from cash on hand.

On February 15, 2008, we sold 9100 Mineral Circle (Cyprus Building) located in Englewood, Colorado for a
contract purchase price of approximately $27 million.

1L L 2]
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Repon of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
Behringer Harvard REIT [, Inc.
Addison, Texas

We have audited the consolidated financial statements of Behringer Harvard REIT |, Inc. and subsidiaries (the “Company™)
as of December 31, 2007 and 2006 and for each of the 1hree years in the period eaded December 31, 2007, and have issued

our report thereon dated March 31, 2008; such financial statcments and report are included clsewhere in this Form 10-K.

Our audits also included the consolidated financial statement schedules of the Company listed in ltem 15. The financial
stalement schedules are the responsibility of the Company's management. Qur responsibility is to express an opinion based
on our audits. [n our opinion, such consolidated (inancial stalement schedules, when considered in relation to the basic
consolidated financial statements taken as a whole, present fairly, in alt material ruspects, the information set forth therein.

s/ Delointe & Touche LLP

Dallas, Texas
March 31, 2008
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Valuation and Qualifying Accounts
Schedule I
December 31,2047
(in thousands)

Balance at Chargedto Chargedto

Beginning Costs and Other Balance at End
Allowance for doubtful sccounts of Year Expenses Accounts Deductions of Year
Year ended December 31, 2007 $ 9% 3 351 3 93 $ - 3 540
Year ended December 31, 2006 q2 103 - 49 9%
Year ended December 31, 2005 I 45 - 4 2
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Real Estate and Accumulated Deprecistion

Schedole 10
December 31, 1007
{in thoosands)
Gross amount
Fnitial cost Adpusimer.s unied Acremibtd Year of Dae

Fropeny Name Locztion Encumbrances (1) Land Building lobsis  chseolpmid(?)  deprovition  comstruction  aoquired
9100 Mineral Circke (Cyprus Buidmg)  Englewood, CO § A6 S 1550 8 283§ nae 5 L3 1988 121604
Ashford Perimter Aikta, GA 35,005 33555 602 340 450 439 1982 010605
1323 Ltah B Segundo, CA 2000 R 9990 fl nm 10m 1968 20105
Lawson Commons S Pl MN 5330 00 15881 173 nan 150 199 041008
Downtown Phz Long Beach, CA 12,650 417 1L8H 4 16474 1278 1582 0614105
Cateway 12 Diamond Bar, CA 0 3 | 00 6319 1} 199 611 199 2]
(ateway 2 Diamond Bar, CA . 1862 1651 4 11,600 M6 199 HIEVIN
Cateway 33 Diamond Bar, CA 5,95 10.864 M 16,182 1053 199 01005
Southwest Center Tigard, OR 1106 16317 40) 1882 1,615 2004 005
17685 Waterview Richardson, TX : 1932 187 b 31,834 M3 1993 072005
Busoa Vista P Burbank, CA 2000 3,806 1358 @ 4 EALM 191 g1
One Foancal Pz Muneapolis, MN 41,000 10689 19482 o 0764 1920 1960 00205
Riverview Tower Kooxville, TN 3025 234 18 ix Bl 3 1985 1005705
1325 G Sireet Washingion, DC. 100,000 ni (0,681 1,06 133,036 5119 1969 L1308
Wooderest Comporate Center Chemy HIL N 50400 s 99 1,18 57,685 4026 1960 01106
Bamen Plaza Ft Wonh, TX 11420 3% 157,17 441 164,968 11,563 1983 1006
AMEC Paragon [ & ! Houston, TX 16,300 1550 08 ¥ P31 1637 199006 0VI406
Paces West Atlanta. GA 84,000 Ehe gIn N 98 SAM 1By 041906
222 South Riverside Phza Chicago, IL 202000 BT 100 11,9 nlI%s 12466 19M 0602106
The Temace Office Park Austin, TX 131,000 1730 1353 1] 142553 158 19002 062106
600 & 619 Alexauder Road Princeton, N 16,500 3.000 16,700 7l 041 0 198 0606
Geandview Il Brmingham, AL 11,000 162 1914 ). nm 3 1993 1072006
Bank of Amerka Phia Lharktic Charbotie, NC 150,000 0% 188 2398 N4289 B 1974 10r2606
Three Parkway Philadelphia, PA 61125 7905 LAiIY) 204 79,032 3265 1970 1043006
4440 B Camino Real Los Ahos, CA M 1412 0,75 by .05 1438 2000 1102706
Fifth Third Center-Ceveland Ceveland, OH 49250 1424 2075 153 M2 g 0] 1116006
Resurgens Pam Athnra, GA £2000 - 92980 3% %174 41% 1938 113406
S & |5 Wayside Buington, MA . 8817 61,309 ¥ 0,676 240 199001 120R06
One & Two Bdridge Place Hovston, TX 75,000 6,605 20506 4942 101,053 JoM 198486 121306
2Z0W. Prau Bahiimore, MD 35,548 6,700 Jo.361 558 51143 am 1986 1V04-1206
Cenireport Office Center Fit Worth, TX . 375 12917 12 16,104 9 199 061407
200 South Wacker Chiago, IL 95,500 18 MW b ] 150.17 w7 1981 1ok
Oun¢ Financiil Phace Chicage, L 188,600 BAS X50W x 353 1,767 1984 §10i/07
10 & 120 South Riverside (hicago, IL 15,000 4047 36 P 352,460 207 1963 1101107
111 Wooderest Cherry HilL N - 1000 547 6417 18 1964 172007
1650 Arch Streel Philadelphia, PA 41,995 24,000 (031 . uss 1974 12N
United Paza Phitadelphia, PA 61.280 pL) 90,001 5 113925 1975 12130
11 Stanwix Street Putsburg. PA 28595 5348 18301 - naw 91 12120
One Craroor Phice Lovisvile, KY 101,165 {4) 2851 17,614 H 049 1959 1¥2m
Hersiboume Phice Louisville, KY - 455 0,20 2 M3 1982 Y0
Hurstboume Park Louisville, KY 9 B § 15,030 1971 1y
Hursiboume Plaz Louisville, KY 4000 10,04 - 14054 97 11207
ForumOffice Park Lowisvile, KY 681 1154 6 19365 19 12150
Lakeview Lowsville, KY 1468 LATE) 10042 - 1989 11xm
Siceplechase Phee Louisvibe, KY 1,766 144 9,190 1939 120
Hunninglon Louisville, KY 97 550 6485 1986 121207
City Hall Plazz Manchester, NH 1516 17509 - 304025 1932 12n
Oue & Two Chestnut Place Worcester, MA 2903 1513 {1,149 17469 1990 1ham
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Real Estate and Accumuated Depreciation

Schedute @
December 31,2007
(in thousands }
Gross amount
il eosi Adjusimens camied 1 Accumtaed  Yerof Dae

Property Name locai  Exurbrnes())  Umd | BuMig  tobwh  coscofpeiod{})  dprciion  comindion  soqied
Exccutive Park Lousvile KY 51 . 6311 It 62 - 1973 141207
Energy Centre New Orleans. LA SLI3 61X 82597 {38) 860 . 1984 Y1207
Bank of Amerca Phza-fas Vegas  Las Vepas NV 000 109K 5101 - 1015 . 1975 101
KeyBank Center (leveland, OH 13063 1031 1n4% - 350 - 1%69 AP
Onz Edgewater Pz Staten Ishnd, NY i ¢ 1w Xm 3 39034 . 1919 e
Tice Buildmg Woodcliff Lake, NJ - 2 15118 - 0618 . 1988 1y
122 Boomingdake Road Whie Plains, NY 10472 . 13.9% . 135% - 1980 11207
Fifih Thed Center - Columbus Cohsmbus. OH 52500 3500 Mo - 51142 - 1928 12N07
City Center St. Petersburg, FL 16,25} 5200 30958 ] 3618 . 1% 12012007
5104 Esenhowes Boulevard Tampa, FL 19.608 16 15064 - 6% . 1998 121200
Rova! Caribbean Center Miamor. FL 26 (6 1250 X6 - 33.1% - 201 FR0r
DeViy Universaty Mz, FL - 3.300 15633 . 0933 . n 121207
Crescent Center Memphis, TN 43000 6,383 .28 m 65882 . 1986 1220
Phaza at MeiroCenter Nashville, TN 5000 1M $IB Eh1 7 - 1585 1211267
Loop Central Houston, TX 46,000 11653 86.587 by 819 - 198098 0T
Epic Center Wichita, KS 5 m 9l 19609 - .50 - 1987 1212407
(e Bratany Place Wichia, KS . 9% EEF] . 440 - 1984 120
Two Brttany Place Wichita, KS . 926 1 566 14 1% . 1984 21207
801 Thompson Rockvile, MD 11016 3106 10578 . (1%} . 193 112407
500 Eas) Prant Babiimore. MD 58500 - 6639 - 66,390 - ¥H e
Totals 5 L1080 § 5145H $34R6T 3 W29 0§ IWEASY 5 M6l

Each ol our properties has a depreciable e of 25 years

(1) Exiudes unamonized premies and discounts.

{2) The aggregate cost for federal ncome 1axpurposes  equal to the gross amount camed at the close of the perod.

{3) Gaeway 12, Gateway 22, Goteway 23, Souihwesi Cenrer and 17655 Waterview are each held as collateral for this note payable.

{4) Owmoor Phce, Hurstbome Place, Hurstbome Peek, Hurstbome Pliza, Forum Office Park Lakeview, Steeplechase Place, Hurnington, City Hal Phaa
and One & Two Chesinut Place are cach held as collateral for this note payable.

(5)0ne Edgewater Plazaand the Tice Building are cach feld as colateral for this note pavabe.

(6) Royzl Carbbean Cenier and DeVry University are each held as colltera) for ths note pavable.

{7 Epk Center, One Brivany Phace and Two Brittany Pce are each held as collaterat for this nate payable,

A summary of activity for real estate and accumulated depreciation for the years ended December 31, 2007, 2006 and 2005

1s as follows (in thousands):
Yearended Yearended Ycarended

December 31, 2007 December 31, 2006 December 31, 2005

Real Esiate;

Balancc at beginning of year $ 1,950,045 $ 516,239 5 17,556
Addiions 2,047,410 1,433,806 498,683
Balance at end of the year S 3.997,455 3 1,950,045 5 516,239

Accunwlated depreciation:

Balancce at beginning of ycar 5 42,339 3 6,808 S -

Depreciation cxpense 74,406 35,531 6,808

Balance at end of the year 3 116,745 g 42,339 $ 6,808
LEENE
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